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CITIZENS’ MEETING AND OFFICIAL WEL- 
COME, CARNEGIE HALL, MONDAY EVEN- 
ING, DECEMBER 27, AT 8 P.M. 


Witu1AmM M. SLoANeE, Temporary Chairman: Ladies 
and Gentlemen: When the two Associations of scholars 
chose to celebrate their jubilee in the City of New York, 
the response from this city was most hearty and spontan- 
eous, and you have before you on the programs the names 
of the ladies and gentlemen of New York who have uni- 
ted to make this a jubilee not only in name, but in fact. 
This meeting is the work of the Men’s Reception Com- 
mittee, but the ladies of New York have been in no way 
inferior, as you will see later in the program, that, with 
their lunches and receptions and other jubilees, and all that 
goes to make merriment at this holiday season, they 
have been not only coadjutors, but they have been leaders 
in the great cause. We are very grateful—I speak for 
the Joint Committee of Managers—we are very grateful 
ind&ed for your presence here. Our gratitude takes 
somewhat the form, so well known in the old dictionary, 
of a lively sense of favors to come. And we bespeak your 
hearty cooperation with us further throughout the scien- 
tific meetings that are to follow this meeting, in particular 
the presidential addresses. If you will come on the sub- 
way to 116th street, there you will find a commodious and 
delightful auditorium prepared for your reception. 
These addresses will keep you fully informed of the latest 
work which has been done in the lines of history and in 
the lines of economics. We therefore trust that you will 


find your way in considerable numbers to our meeting at 
1 
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Columbia tomorrow, that being especially and peculiarly 
the Columbia Day ; and later on to the Waldorf. If you 
desire programs, you may have them by return mail if 
you address the Joint Committee at its headquarters at 
the Waldorf-Astoria. 

I had a few years ago an humble friend of British 
descent, whose occupation was the keeping of bathing 
houses on the Atlantic Coast, and he remarked to me one 
day, in the midst of a terrific storm, “Mr. Sloane, hi ham 
never so ’appy as when the helements his hup.” And the 
“helements” have been “hup” in the sense which is mani- 
fest to everybody who has experienced this storm. In one 
respect particularly it has been very bad for us, in that 
the railway declined to make itself responsible for the 
transportion safely and swiftly of the President of the 
United States, who heartily desired, as he informed me 
but one short week ago, to be present and address the 
audience that would gather here. But we have with us the 
Chief Magistrate of our own Commonwealth, who is in 
no wise daunted when the elements are up, and who 
braves transportation companies and who lays aside the 
affairs of state, to grace this occasion with his presence. 
And it is only fitting that we should express our hearty 
gratitude to him for the sacrifice which he has made to be 
present. In the name of the Men’s Committee, I there- 
fore formally call this meeting to order, and ask you to 
accept as its chairman one of the most distinguished 
citizens of New York, in whose renown we all rejoice, the 
Honorable Joseph H. Choate. 

JosepH H. CHoate: Ladies and Gentlemen: I never 
feel worse than for the fifteen minutes before I am 
called upon to speak, and never better than when I find 
myself in the presence of such an audience as this. 

I regard it as a very great honor to be called upon 
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to act as chairman of this meeting and to welcome this 
great congress of learned men who have gathered from 
all parts of the United States—some of whom have 
crossed the ocean—to take part in these discussions that 
are to take place this week. 

The guests of honor, as we may call them—the Ameri- 
can Historical Association, and the American Economic 
Association—I may perhaps say a word about without 
wounding their feelings. 

The American Historical Association is celebrating its 
Twenty-fifth Anniversary. In that short period of time it 
has grown from a little handful to a vast body of mem- 
bers, represented in all the states and all the territories, 
each interesting its own community and bringing from it 
to the collected body comfort, aid, and wisdom. And to 
show you how choice their membership is, how choice 
their honors are, I will say that it never had but one hon- 
orary member, and that is a great historian, the Honor- 
able James Bryce, Ambassador from Great Britian. 

It has done its true work in developing the study of 
history. It has contributed very largely to historical re- 
search and knowledge in this country among the people 
and in the schools; and its annual publications, sent forth 
by the government as public documents, are of immense 
value. 

As to the American Economic Association, I do not 
profess to be quite so familiar with all of its objects. I 
started the question at the breakfast table this morning, 
“What is economics?” or “What are economics?” and 
I got no satisfactory answer; and, as I was not very 
well informed on the subject myself, I took refuge in the 
dictionary, one published some fifteen or twenty years 
ago. That said that it related to the production, distribu- 
tion, and the use of wealth. Well, now, nothing could be 
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better for New York, and nothing could be better for the 
economists than that they should come here and instruct 
us upon that very subject. 

I do not mean to say much about our guests, but I 
think I ought to say something about New York to 
these distinguished gentlemen, some of whom have come 
all the way from the Pacific coast, and some all the way 
across the Atlantic; and perhaps I ought to correct some 
current errors in respect to the City of New York. 

One would think from reading some of the newspapers 
and magazines that come to us from a distance that the 
people of the City of New York were entirely engaged 
in the production, the distribution, and the use of wealth. 
One would suppose that we were a sordid, selfish, mer- 
cenary community, bent upon nothing but pleasure and 
money; that the men spend their nights and days in 
piling up dollars, and the women their days and nights 
in spending them. Well, nothing could be more imper- 
fect, to say the least, as a description of New York, 
than that. 

It is true, as in all other communities that I know 
anything about, the world is too much with us. Late 
and soon, getting and spending, we lay waste our 
powers. It is true that the pursuit of wealth is an al- 
most universal malady here as everywhere else, but the 
tables are written on both sides. There is another side 
to the picture of New York which I wish for a few 
moments to dwell upon for the consideration—not for 
the entertainment—of these honored guests of ours. In 
that great American Renaissance which set in after 
our Civil War, which Lincoln prophesied at Gettysburg 
when he said that this nation under God was to have 
a new birth of freedom,—little dreaming what tre- 
mendous results were to follow, and how a thousand 
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times more than he anticipated his prophecy was to be 
fulfilled—-New York has profited exceedingly. I call 
it the great American Renaissance because, when the 
Union was finally and actually and forever restored 
and slavery was forever laid away, when that cancer 
that had gnawed upon the vitals of the Republic for 
one hundred years was killed, a new America sprang 
up, exhibiting an energy, an enterprise, an imagination, a 
daring, and a hope such as had never been dreamed 
of before. And the whole country awoke to new action, 
to new endeavor, to new achievements, in which it 
has accomplished more in the same space of time than, 
I believe, any other nation known to history. 

Well, now, New York has been the recipient, New 
York has got the benefit of all the great triumphs, of 
all the great successes and achievements that have taken 
place all over the land. New York has grown great be- 
cause the country has grown so great to feed and to 
support it, so I think that now, without hesitation, we 
may say it is the center of the civilization of the conti- 
nent. 

See what wonderful things have been achieved here 
in this city under our very eyes. Look at our universi- 
ties—happily led by Columbia, taking the lead in some 
respects of all the universities in the land, coming as 
I believe in closer contact with the people, a more truly 
democratic university than you can find in any other 
place, allying itself with the great institutions it finds 
about it, opening its doors every day to the public to 
valuable lectures on many branches of learning. Never 
was there a more democratic institution in the shape of 
a university than that. Then take the College of the 
City of New York, and the Normal College for 
Women—and I am told we are the only city that sup- 
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ports at its own public expense, without a dollar of 
cost to the pupils, two great institutions like these for 
higher collegiate education—which redounds not only to 
the great advantage of the city, but to the whole country 
itself. 

And then take our common school system with its 
650,000 pupils. No wonder that the city grows so fast 
that we are unable every autumn to house them. No 
wonder that they have to take half days instead of whole 
days. No wonder that it is almost impossible for the 
resources even of this great city to keep up with its own 
growth in the production of children and their presen- 
tation to the public schools. 

And then, take our great museums. I remember 
only forty years ago we went, cap in hand, to the 
Legislature in Albany for charters for the Museum of 
Art and Museum of Natural History. They were 
granted willingly, but without any thought on the part 
of anyone in the Legislature which granted them, or 
on our part who received them, that after forty years 
they would grow to be institutions that would attract 
from many distant countries experts to view their 
treasures and see what New York and America could 
accomplish. 

Now all this has been done; and I claim not for 
New York the credit, but for the whole country I claim 
the credit, because after all New York has been only the 
recipient of the result of the efforts and achievements 
of the rest of the country. We give freely because it is 
freely given to us; and I think I may fairly say that no 
other community is doing or has done so much propor- 
tionally for the development of education, of energy, of 
art and science throughout the country, as this sometimes 
much abused City of New York. All the great univer- 
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sities acknowledge their obligations to the beneficeince, 
to the public spirit, to the sympathy of the citizens of the 
City of New York. Harvard itself, somewhat distant 
and somewhat differing from others in its immense orig- 
inal endowments; Columbia, Yale, Princeton, Chicago; 
all owe their strength in very large measure to the sym- 
pathy and support which they have received from here. 
And I think I should not be wrong in saying that there 
is hardly an institution of learning, hardly any institution 
established for the promotion of the general welfare of 
mankind throughout the land, that directly or indirect- 
ly has not felt the beneficience, the generosity, and sym- 
pathy of the high-minded citizens of this community. 

Well, then, the whole thing is reciprocal; it all acts 
and reacts; New York is the heart of the life of the na- 
tion and it sends its blood and strength throughout all 
the arteries of communication throughout the land for 
the encouragement and for the benefit of all they find 
in their way. But they find their way back, through all 
the veins of traffic and transportion, to be constantly 
renewed and restored. So when these many learned 
societies make their visit once in twenty-five years— 
I hope it will be much oftener—when they come here from 
every state in the Union to enjoy such discussions and 
illumination as will proceed from the exercises of the 
present week, they are but coming home, they are but 
bringing back to us the sympathy and the interest which 
we have manifested for them. And I believe it will be 
not only a very interesting week for these visitors, but 
it will redound in double measure to the benefit and the 
advancement of this great City of New York. 

Truly, this is a great national occasion! I am sorry 
the President of the United States, whom you all so much 
admire, is not here to be the typical representative of the 
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United States in receiving all these guests. It is really a 
national affair; not confined to one society, to five, or 
to twenty societies ; not confined to one city, but it speaks 
whole immense volumes for the intelligence and the in- 
terest of the people of this country and of this city in 
these questions in which these societies are all interested, 
that such a gathering can take place in this city, and 
such an audience can come together as is here tonight. 

Gentlemen, there is not one of your societies, however 
numerous they may be, however abstruse or difficult the 
subjects with which it has to deal, that does not find in 
this City of New York a large number of educated people 
fully in sympathy, fully interested in what you may have 
to deal with. I observed in London that no man could 
come from any quarter whatever of the world to lec- 
ture upon any subject, however obscure, however ob- 
solete, or however new, without finding an audience in the 
City of London made up of people who were interested in 
his particular subject, and who welcomed his approach. 
New York, I believe, stands in the same relation to the 
United States and to the whole of this Continent of 
America. It is interested, it is ready to furnish listeners 
for any man who comes from any quarter of the globe to 
discuss these subjects that are laid down on your pro- 
gram, and I prophecy for this conference a very great 
success and very great benefits not only to those who 
attend it, but to all the citizens of the United States. 

But, I know time is flying—it never flies so fast as 
when a man is on his feet and other people are sitting. 
You will have the privilege of listening to three very in- 
teresting and important speakers, and foremost among 
them I have the very great pleasure of presenting to you 
the Mayor of New York; and I am very glad that you 
thus welcome his coming, because in a certain way it is 
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a kind of farewell address of his. He is not on his last 
legs—you will not think so when he rises to stand before 
you—but he has but four or five days more of public 
service, which has rested so heavily upon his shoulders, 
and which he has performed so well. 

I have the great pleasure of presenting to you his 
Honor, the Mayor, George B. McClellan. 

GrorceE B. McCLettan: Mr. Chairman and Gover- 
nor ; Ladies and Gentlemen: I have come before you this 
evening with a great deal of hesitation, for I am a layman 
and a dabbler, and you profess the two kindred sciences 
of life,—economics, the science of the how, and history, 
the science of the why; economics, the science of today, 
and history, the science of yesterday. 

I am sure you will understand why it is that I, who am 
officially im extremis, who in less than one hundred hours 
will have officially passed away and ceased to be, why it 
is that for the moment, at least, I take more interest in 
history than in economics. 

I think that we are all agreed, those of us who dabble 
and those of us who profess alike, that history is a science; 
that its function is therefore, in the words of Speaker 
Reed, to add to and not to subtract from the sum of 
human knowledge; that the purpose of teaching us 
history is the benefit of the taught rather than the glory 
of the teacher. 

It is true that the tons of books upon historical sub- 
jects that are annually cast upon the waters and that re- 
turn to their authors after many days unsold, and the 
multitude of earnest and worthy but hopelessly dull peo- 
ple whose occupation is the instruction in history of those 
who are so intellectually imprisoned that they are power- . 
less to escape, would seem to disprove the rule. And 
yet, the rule remains, even though sometimes more honor- 
ed in the breach than in the observance. 
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The field of historical study is so vast, the time in the 
rush and worry of modern civilization which we are able 
to give to education is so pitifully short, that the very 
best that we can hope to accomplish is merely to scratch 
the surface. When I was an undergraduate, the total time 
given to the study of history in our curriculum was two 
hours a week during the junior year. In seventy-four 
hours our professor was expected to give us a complete 
knowledge of the history of every people and every coun- 
try thoughout all time. We were fortunate in sitting un- 
der one of the most brilliant intellects and the greatest 
teacher I have ever had the honor to come in contact with. 
Yet even Professor William M. Sloane could not accom- 
plish the impossible. But he succeeded in giving to us 
two precious gifts that have endured always—a desire to 
read history and the knowledge of how to read it. When 
we left him, every intelligent boy among us did so with 
the conviction that, while truth may sometimes be 
stranger than fiction, the reading of history is always a 
more absorbing and more fascinating pursuit than the 
reading of all the novels that were ever published. 

Professor Sloane solved for us the whole problem of 
education, the purpose of which is not the cultivation of 
intellectual specialists, or of omniscience, but to instruct 
the pupil, to inspire the pupil with a desire to learn, and to 
teach him how to study. 

It has become the fashion to sneer at Dumas, and at 
Prescott, and to shrug the shoulders interrogatively at 
Ferrero. It may be that Dumas and Prescott are atro- 
ciously incorrect; it may be that Ferrero instead of 
carrying us back into the past brings the past down to 
us; that he lacks the sense of proportion and perspective ; 
that his work is out of drawing, his values small, and that 
his high lights are too intense; all this may be true, and 
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yet the fact remains that Dumas and Prescott and Fer- 
rero make all the past for us an actual living present; 
make of the Bourbons, and of Richelieu, and Mazarin, 
of Ferdinand and Isabella and Torquemada, of Sulla, 
Caesar, and Cicero, human beings like ourselves, with 
flesh on their bones and blood in their veins, with hearts 
that beat and brains that think, with our likes and dis- 
likes, our virtues and vices, our passions and prejudices, 
instead of paragons of excellence or monsters of evil. 
Human automata, dressed in the costumes of the fore- 
going periods, they have made the men of the past live 
again for us, so that we may make of them our friends, 
the companions of our treasuries, sharers of our sorrows 
and our joys. In other words, we learned to like the 
reading of history for its own sake, so that ultimately,— 
ultimately, mind you,—even Hallam’s Middle Ages be- 
comes a joy, and the Chronicles of John Deacon in the 
original hog-Latin a pastime for a summer’s afternoon. 
There is a general impression that there is nothing 
easier than to write a book or to teach, provided one only 
tries hard enough. As the result of this, thousands of 
statistical abstracts masquerade in solemn and smug pom- 
posity as history, and hundreds of incompetents cause 
their wretched little pupils to loathe and curse the very 
sound of history’s name. We cannot all be Sloanes or 
Dumas or Prescotts or Ferreros, but we can most earnest- 
ly resolve that we shall not burden the world with an ad- 
ditional book unless we have a message to convey, and 
that we shall not try to teach unless we feel the responsi- 
bility of the task. This negative duty of refraining from 
writing and teaching history is more and more observed, 
certainly in this community ; and the reason for it is that 
there is a constant development in the cultivation of the 
people of this town. As our chairman has told you, 
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there is a false idea that New York is so occupied in the 
pursuit of wealth, so busy in the struggle for existence, 
that her people have no time for anything else; that her 
men are only money grabbers, her women butterflies. 
Nothing could be more false. There is an intellectual 
side to this city. New York draws nearer and nearer, 
as the years go by, to that goal that all thinking New 
Yorkers hope she may one day attain, of becoming not 
only the world’s centre of wealth, but its centre cf 
thought as well. . 

We have museums, libraries, collections, which, through 
the munificience of the individuals and the generosity 
of our taxpayers, are the most important in the country. 
Thanks to Mr. Carnegie, our branch library system is 
unequalled. Thanks to the knowledge and the gener- 
osity of Mr. Morgan, New York is rapidly earning her 
place among the art centres of the world. We have men 
and women who think as well as men and women who 
do. We have scholars, scientists, artists, philosophers, 
the centre of this world of schools, and the colleges with 
the museums and the collections. The centre of our 
world of intellect and of thought is our great University 
of Columbia. 

I am not a Columbia man, for Princeton is my Alma 
Mater, but I should be lacking in common fairness if 
I did not do simple justice to that great institution of 
research and of thought. From Columbia emanates the 
impulse which has forced our people upward and onward, 
in the direction of higher thoughts and nobler aspirations 
than the pursuit of the gross and of the sordid; has forced 
them to adhere to the ideal that there is something in 
this world more worthy of striving for and more worth 
having than wealth; the ideal that the cultivation of mind 
and the development of character and of soul depend 
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upon our own exercise, and cannot be bought with money. 
And Columbia derives her inspiration partly from the 
man who has made her what she is, the man who has 
raised her from a secondary position to one of eminence 
among the great universities of the world. The public 
of letters, the public of science, the public of New York 
owe a debt of gratitude difficult to pay to that eminent 
New Yorker, Nicholas Murray Butler. 

Ladies and Gentlemenn, let me assure you of the appre- 
ciation of the people of our city that you should have 
selected New York as your place of meeting. We are very 
proud that you should hold your celebrated jubilee here. 
I congratulate you most heartily upon the work that you 
have accomplished in the past, that you are accomplishing 
in the present, and that, God willing, you will continue 
to accomplish in the years to come. When you hold your 
Golden Jubilee, may you do so with the consciousness that 
the second quarter of the century of your life has been 
even more useful to mankind than was the first. 

In the name of the people of the City of New York, 
I, the Mayor, bid you a sincere and hearty welcome. 
May the proceedings of your Association be most suc- 
cessful; and may you so enjoy yourselves that when the 
time comes to select the place for your next meeting 
you will unanimously choose our city. But, should that 
be impossible, at the close of your meetings, if you find 
that you must leave us, I earnestly trust that you will do 
so with the firm resolve that, at least as individuals, 
some day you will return. 

Mr. CuHoaTe: Ladies and Gentlemen: I am delight- 
ed to see by your applause how thoroughly you appre- 
ciate the encomiums that are lavished, and so justly 
lavished, upon Columbia University. It is truly the 
crown of our city; the centre of our municipal civiliza- 
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tion. And, if these guests who are gathered here to- 
night had no other result of their sight-seeing than to 
visit Columbia, to visit its noble and unmatched library 
and its contents, the splendid group of buildings by which 
it is surrounded, and to study for themselves the courses 
of instruction that are there laid out, it would be a suffi- 
cient reward. There is one very rare collection there this 
week, such, I think, as has never before been found to- 
gether in any one place, and perhaps may never be 
found again; and that is a collection of historical docu- 
ments, manuscripts, and other choice treasures, which 
are gathered there for the entertainment of the visitors. 
And now I have very great pride and pleasure in 
presenting to you the President of Columbia University, 
Dr. Nicholas Murray Butler. 

NicHoLtas Murray ButLer: Mr. Chiarman, Gov- 
ernor, Ladies and Gentlemen: Truly a noteworthy and 
significant welcome has been prepared for this company 
of American scholars. It is significant and it is note- 
worthy that in our democracy the President of the 
United States, the Governor of the State of New York, 
and the Mayor of the City are willing and glad to take 
time from their laborious duties to greet and to mingle 
with a thousand of the nation’s scholars. 

We must all regret the enforced absence of the Presi- 
dent of the United States. But it is worth remark- 
ing how suitable it is that the President, the Gov- 
ernor, and the Mayor should welcome this body of 
men drawn from all parts of our nation, who are 
students of history, economics, and political science. 
These three great public officers are in personal direc- 
tion and supervision of three of the greatest experi- 
mental laboratories of history, economics, and political 
science that the world has to offer. 
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In your Associations, in your studies, and in your 
libraries you historians and economists and_ political 
scientists study and analyze the waste, the velocity, and 
the traction powers of the wheels of government. But 
those wheels actually revolve in their presence and under 
their direction, and perform the practical work of 
government with their guidance. Is it not appropriate 
that the men whose offices bring them in closest contact 
with the results of your studies, applied to the daily 
practical problems of government and of administra- 
tion, should endeavor to appraise for us all the value 
and significance of the studies to which you are 
devoted? There was once a governor of this state 
whose heart was thought by some to be just a little cold 
toward projects presented to him under the label of 
reform, who used to receive and consider the requests 
of citizens who waited upon him to secure his aid for 
certain legislative proposals with a formula something 
like this: 

“T am very glad, gentlemen, to have had the pleasure 
of seeing you. I think I understand what it is you have 
in mind. Won't you draw a bill and send it up to me 
to look at?” 

And it is related that his petitioners rarely came 
back. That particular divorce between theory and 
practice we are rapidly learning how to overcome. And, 
thanks to the activity, the teaching, and the publications 
of your Associations, the public opinion of the United 
States and of every state is being educated up to a point 
where it is beginning to demand express service and ex- 
press knowledge dealing with daily problems of legis- 
lation and of administration. 

A democracy grows in power, grows in weight, grows 
in significance, grows in its very democracy as it learns 
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to combine and unite theory and practice, and as it 
learns to call upon the men who know to tell it how to 
act in the presence of a problem, a dilemma, or a ‘series 
of movements of opinion demanding some particular 
form of legislative or executive relief. | But there is one 
difficult thing in this endeavoring to‘relate theory and 
practice, one difficulty in the way of bringing the man 
who knows into the position where the great mass of the 
population will turn to him with trust and confidence, 
and that is the absence so often from our studies and 
our speculations of allowance for the human element in 
life and in government. 

If any one thing seems just now as you meet in 
Twenty-fifth Annual Meeting, if any one thing seems to 
be more clearly indicated than another, it is that all of 
the studies that you represent are focusing themselves 
upon what we call in America, in England, in France, in 
Germany, in Russia, the social problem. We are not 
now studying history so much for entertainment as for 
light upon today. We are not now studying economics 
and political science so much to secure display for our 
originality, our inventiveness, as to throw light upon the 
problem of today. And the great problem of today, 
whether you approach it from history, or approach it 
from economics, or approach it from public law, is the 
great problem of the mass of democratic population. 
What are you going to do? What policies are you going 
to recommend? What legislative acts are you going to 
suggest? What lesson from history and economics are 
you going to draw that will lead us together out into this 
great population of four or five millions of people, and 
into the other great populations the world over, and raise 
the average comfort and happiness and opportunity of 
the mass? How are we going to bring into our studies 
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enough of the human element to let us see the sociological, 
the ethical implications of what we are trying todo? Just 
now our sociological friends are meeting with the natural 
scientists in another part of the country. They ought to 
be here. There is no set of subjects, no line of inquiry, 
or no type of reflection more necessary as complementary 
to our studies of history, economics, and public law, than 
these sociological studies which let us see the other man’s 
point of view. 

We owe an enormous debt to those men, primarily 
Frenchmen and Italians, wh» have led the way into the 
study of the mind of the mass, the movement of opinion, 
the expression of emotion and feeling, the blind struggle 
of the deepest human instinct, the instinct for express- 
ion, that come out in the great life of a community and 
a commonwealth. It is simply blindness in this 
twentieth century to study history and economics and 
public law and to lose sight of all that. The work of 
these great societies has passed out of the class of 
theoretical studies, if there be any such,—I doubt it, 
but if there be your societies have carried these studies 
outside the limit of the theoretical field—and you are 
dealing today with the most practical, the most pressing, 
the most immediate questions in human life. You may 
be, as the Mayor has eloquently said, reading again the 
history of Rome, or the pages of Ferrero; you may be 
studying the intricacies of the civilization of the Middle 
Ages, or you may be discussing philanthropic theories of 
value; but always and everywhere you are focusing on 
this human twentieth century problem. 

You will remember that when the fall of the Bastile 
was announced, Fox was reported to have said, “How 
much the greatest event in history, and how much the 
best!” I wonder whether Fox did not mistake the sign 
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and symbol of an event for an event itself. I wonder 
whether what his eye seized upon as the most significant 
happening in history was not just one more of the visible 
evidences of the onward movement of that great demo- 
cratic tendency which gives form and shape and guid- 
ance and interpretation to our modern life, beginning as 
the dumb expression of instinct, finding here the articu- 
late voice and there a battle cry, coming out into the open 
to follow an eloquent and persuasive leader, seizing upon 
a constructive mind to teach it how to write itself upon 
the statute book, making constitutions, laws, govern- 
mental systems; but always and everywhere seeking 
human expression, to get out into the open, out beyond 
the grasp of privilege, and out beyond the limitation of 
artificial oppression, out where the human soul and mind 
and feeling could express themselves as free agents and 
render some kind of service to their own personal ideals, 
and to the race to which they belong. I wonder whether 
that is not the greatest thing in our modern history. 
And I wonder whether the relation of these societies and 
their studies to it is not most intimate and direct. Judged 
as history judges, not quite with the measure of the 
theologist or the physicist, but still judged as history 
judges, democracy is still very young. Enormous 
human issues, psychological, ethical, social, hang in the 
balance of its ultimate success or failure. And those of 
us who are so fortunate, and who ought to be so happy 
that the lot of our lives is cast in these delightful 
stimulating and practical studies, ought to feel from the 
contact with this great City and from association with 
our colleagues and friends that we through our studies 
and the interpretation of them are contributing what 
we can to the perfection, the development, and the 
upbuilding of our modern American democracy; that 
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every human being that owes its allegiance may find 
the chance for self-expression, for growth, for develop- 
ment, and for usefulness. 

I should like to say a word in appreciation of the 
presence here of a distinguished group of scholars from 
the Old World. In one of our newspapers yesterday I 
read a somewhat animated discussion as to whether there 
was any culture in America. Into that dark and dis- 
puted field I shall not enter. But I do say whether we 
have in America any share of culture or not, we have a 
scholarly and a gentlemanly courtesy and a feeling of 
appreciation and regard for the distinguished men who 
have come from their posts of duty in Great Britain and 
France and Holland, in Germany, in Italy and Spain, 
and elsewhere across the ocean, to assist at these impor- 
tant conferences. On behalf of my colleagues, I bid 
our colleagues from across the sea a sincere and hearty 
welcome tc New York, and to the meetings of the societies 
which they are to honor by their presence. 

I have said enough to indicate that, in my thinking, 
this occasion is one of high seriousness. This is no mere 
holiday occasion, although it will be made. as pleasant 
as it can possibly be made for each and every guest. It 
is a high and serious gathering to deal with high and 
serious things, and remember that the welcome offered 
you by nation, by state, by municipality and by your own 
immediate colleagues, is so warm and so sincere, not only 
because of your distinguished personality—although it 
would be so for that alone—but because of the signifi- 
cance of the gathering of a thousand men who are giving 
their lives, their fortunes, and their sacred honor that 
great studies may be pursued and kept alive in our 
American life, and that their practical lessons may be 
drawn for the good of the whole people. 
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Mr. CuHoate: I may now refer to a message from the 
President of the United States, whose absence we all 
deplore. This is directed to Mr. Clarence W. Bowen, 
Chairman of the Executive Committee. 

“White House, December 27: In view of the fact 
that the railroad people can give no assurance of my 
reaching New York in time for your meeting this even- 
ing, and as I must be here the first thing in the morning, 
I do not feel warranted to make the trip. Please, 
therefore, express my excuse and regrets. 

William H. Taft.” 

And now, Ladies and Gentlemen, the Chief Magistrate 
of the State of New York realizes in his own person for 
the time being the entire history of the state. He is 
engaged during his more or less protracted term or terms 
of service in studying these very questions of economics 
that you have all come here to assist in deciding. I have 
sometimes thought, looking at our state, looking at our 
city, under other administrations, that it would be well 
if the whole thing could be put in the charge of an 
executive committee of the Economic Association. But 
I am perfectly satisfied with things as they are at Albany, 
and hope I shall be with things as they are to be in the 
City of New York, and I have the great pleasure of pre- 
senting to you the Governor of New York, the Honorable 
Charles E. Hughes. 

CuarLes E. Hucues: Ladies and Gentlemen: When I 
was invited to be present upon this occasion, I reminded 
a spokesman of the committee that for the Governor the 
week before the convening of the legislature was one of 
fasting and prayer. It was a week in which every 
citizen of the state who had evolved some plan for im- 
provement in legislation, or in administration—and there 
are some millions of them to my personal knowl- 
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edge—had an indefeasible right to see the Chief Execu- 
tive. It was a time for inspection, introspection, 
examination, and explication just prior to formal 
communication. I told him it was absolutely impossible 
at such a time, despite my great desire to join in extend- 
ing this welcome, for me to be here. He answered that 
the President of the United States was going to give a 
welcome on behalf of the nation, and that the Governor 
should be present to give a welcome on behalf of the state. 
Now, you know the activity of presidents is the despair 
of governors. I answered that if the President were to 
be here to extend a welcome for the nation, it certainly 
was my duty, as well as my privilege, to endeavor to 
represent the gratification of the people of the State of 
New York that this meeting was to be held within our 
borders. 

We greatly regret that the President cannot be with us; 
not alone because he could speak to you the welcome 
which should be national in its breadth, as this is an 
occasion of national significance, but because in his own 
personal work and achievements he has so largely 
represented the ideals of these associations in his labors 
of administration, and in the difficult work of our 
courts. We regret very much that we could not welcome 
him as he would welcome you. But the people of the State 
of New York do most heartily greet you and express 
their pleasure that you have reached this time of com- 
memoration, when in the case of the Historical Asso- 
ciation and the Economic Association you can celebrate 
twenty-five years of honorable and productive effort. 

But, it is not simply by way of commemoration of 
what you have accomplished that I would speak, but 
rather extend to you the welcome which is in all our 
hearts because of what you represent in motive and 
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purpose. The past twenty-five years have been years of 
unexampled opportunity. The rewards of honorable en- 
deavor have never been larger, and the inducements to 
work in the familiar callings of enterprise and profes- 
sion have never been greater. I am addressing many 
who voluntarily turned aside from those paths which 
semed so sure to lead to affluence, to comfort, to 
positions of distinction in the commercial and profes- 
sional world, that you might sacrifice your all to truth, 
and to the pursuit of what you believe to be the highest 
aim of man—the attainment of knowledge and its appli- 
cation to the problems of a free society. 

With respect to this aim, you represent, what has 
been so happily said, “The writing on the other side of 
the table”; and in this community as in the communities 
from which you come will be found, to the credit of 
America, many of the brightest and the most favored 
intellectually and morally of the students of our univer- 
sities, to whom there is no goal comparable with that of 
truth, and no stimulus so great as that which is supplied 
by the modern scientific method of pursuing it. 

I should hail it as a fortunate thing for the people of 
this state and of this city if they gave to this meeting 
the significance which it deserves, not simply by reason 
of the achievements of the past, but because of the 
presence of so many representatives of this fine body 
of men and women throughout our country, whose 
labors are in truth our best assurance that the opportun- 
ities of democracy are not corrupting, and that we are 
still idealistic despite the practical advantages which are 
at our door. 

We have perhaps great difficulty in obtaining a true 
historical perspective. It is very easy to magnify the 
importance of the days in which we live, to treat that 
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which is really ephemeral as of permanent value; to find 
in the tendency of the day, or of a decade, an indication 
of a permanent movement. We cannot estimate truly 
the value of the events of which we are a part, yet we 
must feel that we are living at a time whose problems 
give us a prophecy of the great difficulties which free 
society is to meet, and impress upon us the necessity of 
bringing to their solution the best that honest purpose 
and intelligence and skilled training can afford. We 
need to understand better than we have yet understood 
that in the work of the student and in the careful re- 
search of the historian and the studies of the economists 
are the natural and necessary aids of the practical admin- 
istrator. Those charged with executive affairs must 
be—certainly should first be—students, that they may 
meet the demands of the moment, by the endeavor to 
apply a principle of action, which is the result of pro- 
found thought. Now I know that this is far removed 
from the purpose of those who would twist govern- 
ment and administration to some selfish purpose, and 
make it serve the ends simply of ambition, or of greed. 
But I thank Heaven that in this country those charged 
with administration are more and more realizing that 
the people are content with honest interpretation of facts 
according to the light of the interpreter, but will not put 
up with any attempt to cover improper designs by any 
sort ot parade of either conservative learning or radical 
proposal. 

The executives of our day may make mistakes. They 
may be exposed to just criticism because of a lack of 
merit in their recommendations or policies, but the 
American people, true to their instinct, will pardon, if 
they believe that there is a sincere endeavor to ascertain 
the facts; to deal with problems in the light of the facts, 
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with the sole object to be of service to the community ; 
and that must be the test to be applied in all our diffi- 
cult essays of administration. 

We need in our law-making bodies study. The 
legislator should be a student of the legislation of the 
past, of the laws of other countries and of other states; 
a practical man because he is dealing with the application 
of theory to actual affairs, but a student with practical 
duties. And I rejoice that we are drawing more and 
more to legislative service men who have had special 
training in our schools, and men who look at the prob- 
lems of the day in the light of the experience of the past, 
men who can take the long view as well as the short 
view. 

We need men trained in history and in economics in 
our courts. Nothing is a greater mistake than to sup- 
pose that the judicial work is removed, as dealing with 
some exact science, from economic problems and histor- 
ical reflection. As a distinguished judge said in my 
hearing the other evening, in the construction of statutes 
it is a very attenuated line frequently between judicial 
construction and judicial legislation, in matters of con- 
stitutional interpretation. In matters of constitutional 
interpretation, the economic theories, the extent of re- 
search, the acquaintance with the past, with great enter- 
prises, and with formal efforts to solve problems, the gen- 
eral view as to future tendencies and desirable ends, will 
all have a most important bearing upon the conclusion 
that may be reached. What we need more than anything 
else at this time, it seems to me, is a general understand- 
ing that in administrative places, in our legislative halls 
and upon the bench, knowledge of history, of economic 
study, close relation to work that is being done in societies 
such as your own, is not only not to be regarded with 
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derision, but should be treated as a matter of first and in- 
valuable importance. 

Now I am very glad that we are so impressed with the 
difficulties of our situation that we are far more hospit- 
able to the suggestions which come from universities and 
economic and scientific societies than we have been 
in the past. The crowding of business in our federal 
concerns, and in our state concerns, the tremendous 
scope of governmental activities, force themselves upon 
the attention of those charged with responsibility to such 
a degree that inevitably they turn for light to those who 
in the more quiet hour are able carefully to work, to 
plan, to study, and to reflect. We see evidences of this 
on every hand. I think the time will come when we shall 
actually have a tariff framed in accordance with expert 
study, and in the light of facts ascertained and known 
and read of all men, so that they may duly prepare the 
same in accordance with the just interests of the people 
and of those who may benefit by tariff legislation. In 
every department, wherever you may look, you find the 
necessity of getting the man who can tell you what is; 
who has a genius for getting at the real facts of the case; 
and who can come with a report upon those facts showing 
not only the skill of the master of research, but the 
common sense and poise and adjustment of the man 
acquainted with the difficulties of administrative work. 
There is no one in any position—chairman of a com- 
mittee in the legislature, head of a department, execu- 
tive of a state or of a nation, who does not count himself 
happy if he can come into close contact with the man 
who has had the rare opportunity to learn by painstaking 
investigation the facts of our social condition, all that 
pertains to these delicate human relations, so that reme- 
dies that may be needed may be devised in the light of 
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experience, and with a general acquaintance which must 
lie outside of the range of the busy administrator. It 
is very gratifying that at the time of our most pressing 
necessity there should be this greater codperation be- 
tween the man of thought and the man of action. And 
the men of thought are becoming more and more the 
men of action. We have less of doctrines to be main- 
tained at all hazards, fewer schools with creed, fewer 
political and economic dogmas which must be accepted 
as a test of fellowship; and we have more and more the 
caution of the trained investigator who is unwilling to 
hazard a final generalization, knowing that there is yet 
so much he must learn before the last word can be 
spoken. And so the man of thought is anxious to have 
a chance to work, to see how the machinery moves; to 
get close to the actual affairs of public life, of social 
enterprise, of the various industrial occupations, and in 
the relations which give rise to these manifold questions. 
And the man of action on the other hand is getting to be 
more and more of the student. He is consorting more and 
more with those who have had the opportunity which 
the pressure of his own work has denied to him. 

Once in a while a distinguished representative of the 
schools will go over into another field and talk of things 
of which he knows nothing, and again some man fresh 
from the field of action will attempt to give lectures 
which would really be suitable from one of academic 
part. But these illustrations are exceptional, and go to 
show the rule. They go to show this happy relation of 
the sense of mutual need and desire to codperate which 
is so hopeful a sign at this hour. 

You have in your various associations the opportu- 
nities to study many phases of the same question. There 
are, I do not doubt, many of you who rejoice in knowl- 





Citizens’ Meeting and Official Welcome 27 


edge for its own sake; who love to ascertain something 
apparently unrelated because of the joy of acquisition. 
And there is no finer joy than that of the scholar alone 
in his library rejoicing over a point that is all his own; 
that up to date no one else, he thinks, may have appre- 
hended. But after all your work is practical. It is to 
be decided by practical advantages. You are simply 
bringing together many data from many laboratories, 
giving the result of an extended experimentation, not 
for the purpose of piling up the grave of foolish specula- 
tions in an immense mausoleum of annual reports, but 
in order that you may have something worth while to 
give to busy men, to administrators, to men who have 
the responsibilities of the work of the government, in 
order that they may be helped. And I would say not to 
the scholars, but to the men of affairs, study history. 
Even if it is superficially studied. We need its inform- 
ation; we need the poise that it gives. We cannot be 
firm and secure and well poised in the turmoil of the 
hour unless we have reviewed the activities and fought 
the battles of the olden times, and known of the ups and 
downs of former political critical hours. But the best 
of all is the encouragement, the consciousness that 
we have as we lift our eyes from the page of history that, 
difficult as have been the problems of other days, and 
of our own day, humanity is moving on; step by step a 
gain is made. We are the favored of all kinds. We 
today have the best inheritance in our generation that 
the children of men have ever enjoyed. And however 
doubtful may be the future, we cannot survey the past 
with its awful scenes of human cruelty, with its blackness 
of despair at times, without realizing the capacity that 
the human race has for the onward movement, and being 
Satisfied that the advantages of this hour will never be 
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lost ; but that, by the codperation which you offer, by the 
intense desire of the people at large that all should be done 
to conserve honorable conditions, widen opportunity, 
lessen misery, and enlarge happiness we are destined still 
to continue on the upward path until we get somewhere 
near the goal which has been the dream of the poets and 
the historians and the scholars of the bygone days. 

Mr. CuHoaTeE: By virtue of the power vested in me as 
Chairman of this meeting, I now declare the meeting 
closed. 





OBSERVATION IN ECONOMICS 


ANNUAL ADDRESS OF THE PRESIDENT 
DAVIS R. DEWEY 


In presenting the subject, Observation in Economics, it 
is not intended to revive the old discussion of the rela- 
tive merits of the deductive and the inductive methods. 
I desire to avoid controversy, and shall therefore grant 
that political economy is “essentially hypothetical in 
character”; and, for the sake of harmony, I am willing 
to take oath to Jevons’s statement that “however useful 
may be empirical knowledge, it is yet of slight import- 
ance compared with the well-connected and perfectly ex- 
plained knowledge, which constitutes an advanced and 
deductive science.” But while there is no intention of 


contrasting the relative importance of abstract reasoning 
and observation of facts, it will also be taken for granted 


that the expert in hypothesis welcomes observation and 
the accumulation of facts, either to verify the proposi- 
tions which have been advanced or to lay a substantial 
basis for further speculation. 

It is assumed then that there is no jealousy between 
these two co-workers, theory and observation; and that 
each ungrudgingly recognizes the services of the other. 
It is also assumed that an unrelated and unrelatable fact 
is rubbish, fit for the waste basket ; and that an hypothesis 
unsupported by fact is a spirit of mischief which deserves 
eternal imprisonment. 

The activity which is displayed at the present time in 
the collection of facts relating to the interests of the 
economic life may well excite admiration. In no depart- 
ment of human effort is there greater ardor. It is char- 


acteristic of the work of government bureaus, legislative 
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committees, judicial investigations, commercial and phil- 
anthropic organizations, endowed trusteeships for re- 
search, magazines whose curiosity penetrates into the 
remotest corner, as well as a host of unattached students. 
Great progress has been made in the past twenty-five 
years. Although the domesday survey mapped out in the 
celebrated census of 1880 was a notable achievement, the 
range of observation since that date has been vastly ex- 
tended. We know how many eggs were laid in Alaska; 
we measure the glass surface of florists’ establishments ; 
we have laid bare the balance sheets of the counting room ; 
in our census we distinguish between one and two-seated 
sleighs; we can tell the proportion of checks to other 
monetary media; we know how much gold is consumed in 
dentistry ; we have explored the mysterious labyrinths of 
monopolies and large industrial corporations ; we have rec- 
ords of accidents and strikes ; we have studied analytically 
the causes of poverty and degeneration ; we have observed 
the physical and mental condition of children and have 
made record of the food they eat and of the hours they 
sleep. 

Activity in observation does not mean that the work is 
well done, or that there is an intelligent consideration of 
the means to an end. Notwithstanding the activity, we 
are disposed to distrust the accuracy of much of the de- 
scriptive and statistical data thus collected, and we seek 
in vain for material which is wanting. Examples will be 
readily called to mind. We are still in doubt as to the ex- 
act changes in rates of wages for equivalent amounts of 
work performed ; we still have a misgiving as to the varia- 
tions in prices, although we freely admit that this is giving 
way to confidence ; we are still in the dark as to the cost of 
production of the staples of consumption ; we still are un- 
able to frame reliable survivorship tables for lack of statis- 
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tics of births ; and we still want important monetary facts 
in order to deal intelligently with the currency problem. 
But aside from omissions, there is the confusion in the 
facts which are now available. Well may we long with 
Professor Clark for the “discovery of facts which mean 
something and are capable of orderly arrangements and 
interpretation.” Otherwise, as he says, “there is danger 
of collecting a mass of information so vast and chaotic 
that it will be useful chiefly as a means of moral discipline 
for the baffled student.” 

For the present difficulties it seems to me that we are 
largely to blame. In devoting attention so exclusively 
to “determining what are likely to be the immediate and 
ultimate effects of various groups and causes”, econo- 
mists have lost sight of a certain share of their elemen- 
tary responsibilities, and because of this the science suf- 
fers. It is not to be inferred, however, that economists 
have shirked intentionally. I believe they appreciate the 
need of observation and exact data, and that never were 
they — so far as their reasoning goes — more free from 
dogmatizing than at the present time; but in the more 
absorbing interest of abstract processes, they have quite 
naturally failed to become acquainted with the methods 
of the work of their — I will not say neighbors, but ser- 
vants who provide the facts. 

Consider the recent systematic text-books on political 
ecomony. The method of exposition is largely through ab- 
stract reasoning; some of them, indeed, may fairly be 
termed treatises in applied psychology. And here again, I 
have no complaint to offer. It is probably the best method 
of presenting the subject as a scientific body of knowledge, 
but this method does not necessarily involve the use of 
facts except in most general terms. The ordinary reader 
does not realize that these general affirmations are based 
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upon the assembling of a large number of concrete units 
which have been so frequently observed and recorded 
that they have lost their individual identity and become 
merged into a generalization which appears as an ab- 
stract formula instead of a familiar vitalized phenome- 
non. Again this is no criticism of the method; it is true 
of all scientific exposition, including natural and physical 
sciences. But what are the consequences? 

Other sciences have their laboratories with an army 
of observers and experimenters. In nearly every instance 
the abstract reasoner is himself an observer and experi- 
menter. He is, at any rate, sufficiently skilled in obser- 
vation and experimentation to guide and check the ob- 
servations of his assistants. It is agreed, however, that 
political economy cannot use a controlled experiment as 
one of its tools, and that in so far it is not to be compared 
with the physical sciences. It is, moreover, agreed that 
observation in the field of economic life is extremely 
difficult, but no one, it is to be presumed, will admit that 
because of this difficulty observation is to be abandoned. 
So far as I am aware, no one has proposed this; al- 
though, because of this obstacle, some have despaired of 
there being any true science of political economy. If we 
refuse to accept this discouraging alternative, we must 
have observation, difficult though it may be. If this be 
conceded, the subject has two practical aspects, first the 
need of finding a place for its exercise in our courses of 
instruction, and, second, the need of directing and im- 
proving the vast amount of observational work in the in- 
terest of public welfare. 

The subject of economics is taught to an increasing 
number of youth, and the growing interest is likely to 
continue. The pedagogical responsibilities are thus be- 
coming more and more serious. All will agree that 
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accurate observation is a desirable object of educa- 
tional effort, and that the student should receive some 
instruction which will enable him to recognize and clas- 
sify the facts of economic life. And it is here that 
writers of systematic treatises might very properly in 
their introductory chapters place greater emphasis upon 
the character and service of observation. As a rule, our 
text-books dwell upon definitions, methods of reasoning, 
the relative value of deduction and induction, the appli- 
cation of mathematical ideas, and the scope of economics 
as distinguished from cognate sciences ; but give very lit- 
the attention, if any, to the part which observation plays, 
its importance and its limitations. 

The instructor has at least one, if not all, of three ends 
in view: (1) The development of mental power on the 
part of the student irrespective of the acquisition of any 
particular facts; (2) the acquisition of a certain num- 
ber of useful facts in regard to the business world, irre- 
spective of their immediate relation to general principles ; 
and (3) a mastery of the principles and a knowledge of 
the facts so that the future citizen can apply himself with 
some degree of gratification to himself, and some degree 
of benefit to the world, in the explanation of economic 
problems as they press upon him. At present these aims 
are imperfectly met. It is generally acknowledged, I be- 
lieve, by teachers that the method of instruction is un- 
satisfactory, and, in so far as the instructor follows the 
text-book, the student too frequently agrees with this 
judgment. This is a natural consequence of existing con- 
ditions. The student by previous training is unable to as- 
similate the psychological generalizations dogmatically 
assumed in the text-book exposition; and the facts which 
are supplied by the instructor at irregular intervals, in 
unequal doses ranging from a single phenomenon to a 
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mass, chapter-deep, culled at random both as to time 
and as to territory, do not fit into a system of reasoning 
so as to make a lasting impression. As a result the stu- 
dent leaves the subject with but a hazy notion of the 
science as a whole; and, what is worse, has not made an 
adequate gain in mental power through the training of 
his faculties in abstract reasoning. 

For my part, notwithstanding my interest in the de- 
scriptive characteristics of the economic life, I am often 
drawn to the conclusion that for the sake of the student 
it would be better to accept economics as a deductive 
science pure and simple, and treat it as a series of rigor- 
ous exercises in abstract reasoning, rather than to per- 
petuate the disconnected, mixed, and incongruous 
method which so many text-books impose upon us today. 
The doubt is prompted because we find so much apparent 
variation in the abstract reasoning. It may be that this 
is an unfair judgment, and that there is a larger content 
of accepted reasoning that I have implied; but, if this 
is true, the language of exposition and the terminology 
employed have so disguised the familiar concept that it 
appears to be a stranger. 

We may hope, however, that progress will be made 
toward agreement even within a limited field. When 
this is accomplished, and there is a sufficient amount 
of material presented in a form which can be safely 
turned over to the student, from which he can with con- 
fidence gain a knowledge of the fundamental principles 
and their application as derived by logical processes — 
when this is done, our problem will be greatly simplified, 
for the writer or the teacher will no longer be harrassed 
by the feeling that in some way he must make good the 
uncertainties of his reasoning by thrusting into his expo- 
sition a certain amount of useful knowledge relating to 
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the economic life. The study and presentation of the 
facts will then occupy a separate field of its own; its cul- 
tivation will be carried on by independent and intelligent 
methods for certain definite, clearly prescribed ends. 
Pending this happy deliverance, however, what can be 
done for the student, and what can be done to save ob- 
servation, induction, and the significance of facts so that 
their importance will not be wholly lost? 

Taking political economy as it is written, it is that 
body of knowledge which treats of the relation of the 
wants of men to things which will gratify these wants. 
Even many of the authors who retain the classical defini- 
tion of political economy as well as the traditional divi- 
sion of the subject into four parts, in which emphasis 
is put upon the physical world instead of psychical wants, 
are influenced by this conception, and apparently would 
prefer to treat the subject from the latter point of view. 
Possibly they hesitate to make the change because it 
breaks with past literature, or possibly because they feel 
that under the newer treatment there is not the oppor- 
tunity to use as large a supply of facts relating to the ma- 
terial world as they think desirable in order to retain the 
interest of their readers. 

There are two fields for observation: first, the wants 
of people, and, second, the things which they want. The 
student understands far less in regard to this territory of 
wants than the writers appear to take for granted. Au- 
thors admit the importance of the classification and 
analysis of the wants. Selecting two recent text-books at 
random, from one I read that the question merits long 
and careful study; and from the other: A first step is a 
clear analysis of the character and motives of the busi- 
ness man. And yet the first of the writers states that the 
general answer to the question, What is the motive 
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force? is so simple that it seems almost self-evident, and 
the second writes: The motives to business activity are 
too familiar to require analysis. 

If the present method of exposition is to persist, the 
student may well tarry for a longer period than the con- 
sideration of the few pages usually allotted to this topic 
demands. It is possible for the student to do practice work 
in classifying these wants. In his own experience he has 
a laboratory, and by observation he can add other data. 
Some of the text-books which are pedagogically provided 
with questions recognize in some slight measure the de- 
sirability of this process and the possibility of under- 
taking it. From my point of view the discussion of these 
questions, and the procedure to be followed for their 
analysis, should at least precede, if not in a large meas- 
ure be substituted for, the text which is now given. 

Why ask a student whether food, tobacco, medicine, 
whiskey, a pack of gambler’s cards, or a wooden leg, is 
wealth; but rather, who wants food, whiskey, or a 
wooden leg? and why, and how much does he want the 
given wooden leg? From a consideration of wants alone, 
I believe that an extensive tract of economic life could 
be surveyed, a survey which would acquaint the student 
with a large mass of material arranged under a methodi- 
cal scheme; and, what is perhaps of more importance, 
the acquaintance of these facts would give vividness and 
reality to the subsequent exercise in reasoning. 

It will, however, be objected that it is not necessary 
to put a student through a prolonged course of wants in 
order to undertake the series of rigorous exercises in ab- 
stract reasoning; that observations on the six sacks of 
wheat are all that is necessary to grasp the idea of mar- 
ginal utility and its related progeny. This may be 
granted, though with some doubt; but I assume that the 
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exponent of abstract reasoning wishes to find some place 
for observation and induction. If perchance the in- 
structor is held up or temporarily barred from entering 
into the higher realm of abstract reasoning, may we not 
hope that, though chafing under ‘restraint, he will apply 
himself to aiding the student in methods of observation, 
classification, and induction, and thus provide an ex- 
pert guidance in a difficult art? 

My complaint is not confined to those who approach 
economics from the standpoint of man’s psychical nature, 
but includes those who enter from the other gateway and 
first view the physical world. Seldom does their guide 
take lodgings and acquaint his followers with the fea- 
tures of the country into which they have entered. He 
hastens on, stopping at a few traditional stations where 
supplies have been stored in advance for another day’s 
march, but rarely permitting the tourist to stray far 
from the personally conducted party. The latter sees 
through the eyes of the guide: this is wealth, a beauti- 
ful picture; that is a free economic good, a mere daub, 
not worth seeing; this is competition, a work of Gothic 
architecture; that is property, a Roman ruin. And for 
tranquil observation of this much, they are often inter- 
rupted because of the insistent messages from their dis- 
tant friends who began at the other end of the route and 
are urging them to hasten over to view the tropical sights 
of man’s psychical nature. 

What are economic facts? Our students are learned in 
defining and analyzing such terms as wages, price, in- 
come, profits, but how many of them know what is a 
wage, a price, am income, a profit? But few can distin- 
guish a strictly accurate price observation. Is it a gross 
or net price? Has it a discount or a sub-discount? A spot 
cash or time credit price? How large a quantity must be 
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purchased to secure the price offered? Is it an open price, 
or restricted to a certain number of customers? Is it an 
artificial or natural price? 

A mistake is made in inferring that the observation of 
an economic fact is an easy operation. Observation has 
only recently been regarded as an indispensable tool of 
the natural and physical sciences. But it will be said that 
everyone in these days has a wealth of economic infor- 
mation at his command, and that it is unnecessary to im- 
pose upon the student any special task in observation. A 
large number of the so-called facts lose their reality when 
translated into the language of the economist. Past ex- 
perience appears to count for very little, and the student 
must begin to learn the art of observation with a new pair 
of glasses to correct the strabismus with which he has 
been previously afflicted. 

Certain facts are like gold in placer deposits, readily 
detected and worked out; others, however, are disguised 
and hidden in a composition, and can be extracted only by 
ingenious methods. As a large part of the gold product 
of today is obtained by sulphide and cyanide processes 
which involve an expert knowledge of chemical proper- 
ties, so an increasing number of facts need to be assayed, 
and can be analyzed only by a knowledge of the economic 
material in which they lie imbedded. Nor would I imply 
that all complex relationships can be disentangled, but 
what we ought to insist upon is that the observations we 
do rely upon shall be indisputable. To change the figure, 
we erroneously take it for granted that our economic 
facts are already sorted, neatly arranged in parcels, la- 
beled and ready to be picked up as they are wanted. For 
the great mass of mankind this convenient possession 
does not exist. Rather they are scattered about at ran- 
dom, or heaped up in piles at every conceivable angle; 
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only the corners of many of them are seen; and if ever 
labeled at all, too frequently the labels have been mis- 
placed. 

Are we not rash in assuming that the concept, competi- 
tion, is generally understood? And can it be understood 
until we ask who compete, where do the units compete, 
or to what degree do they or cam they compete? The 
term monopoly is used as if there were no doubt as to its 
implication, and yet few recognize a monopoly when they 
meet it face to face in the broad sunlight, and many ap- 
ply the term when it has no true significance. 

Our observation is governed by our imagination. As 
the psychologist observes, one child sees in a stick a 
horse; another, a doll; and, we may add, under the in- 
fluence of this fancy, creates around this stick an unreal 
world. One observer of a group of economic phenomena 
will see an industrial warfare in which each of the units 
is endeavoring to exploit his fellows; another in viewing 
the same picture beholds a scene of tranquillity in which 
each is following his own intent, and realizing his own 
individual desires, Each creates an unreality. We would 
not destroy the imagination of a child, but fanciful imag- 
ination is not the tool of science. In time the stick be- 
comes to the child nothing but a stick and is evaluated 
as such; but for the adult there is no training which will 
dissolve the economic fantasy. 

Moreover, exact observation is necessary to serve as 
the basis of deduction. If the facts are vitiated, how can 
abstract reasoning test its results; how can it dare to at- 
tempt new flights? If Newton had not been able to dis- 
tinguish between an apple and a puff-ball, it is probable 
that his famous hypothesis would have gone unprovoked. 
Imperfect vision is responsible for much of the economic 
reasoning associated with schools of propaganda at the 
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present time. The error of Henry George, socialists, or 
extreme individualists is not so much in their reasoning 
as in defective observation. Too many of them cannot 
distinguish between puff-balls and apples. 

At the present time we are interested in currency re- 
form, an interest largely stimulated by certain phenomena 
witnessed in 1907. For a satisfactory discussion of this 
question there are three elements to be considered: first, 
the phenomena of 1907, that is, the facts of the panic; 
second, the causes; and, third, the remedies. The first is 
a matter of observation, the others involve our reasoning 
faculty. Do we know the fundamental and elementary 
facts which are associated with this panic? One observer 
notes that the Hepburn Act was followed by a loss of con- 
fidence; another that it was succeeded by enthusiastic 
confidence and unbridled speculation; one observes that 
the phenomena of the panic were local, another that they 
were international, extending over four continents; one 
observes that the currency was inelastic, another that not 
for many years had there been so much expansion; one 
observes that an excessive amount of wealth had been di- 
verted to enterprises which were not immediately pro- 
ductive; another that the amount was not relatively 
large; one observes that Wall Street speculation was at a 
comparatively low level in the two years preceding Octo- 
ber, 1907; another that stock exchange operations were 
exceedingly violent; one observes that the panic was the 
severest within the memory of man, another that it was 
not so disastrous as those of 1893 and 1873. 

Now these are questions of fact; and until these dif- 
ferences are reconciled and agreement as to what really 
happened is attained, how can we profitably busy our- 
selves with judgment as to causes or remedies? If we 
spent as much time in dissecting the panic of 1907 and 
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noting what really happened in the twelve-month previ- 
ous as we do in devising ingenious machinery for estab- 
lishing a new currency system, we might perhaps move 
more slowly ; but later we should at least have the assur- 
ance of knowing what we wish to accomplish. 

The complexity of our phenomena appears to defy ac- 
curate observation. There are so many variables that it is 
difficult to separate the mass into its component parts. 
The economist is asked: Is the present increased produc- 
tion of gold responsible for the advance in prices? and 
replies: I do not know; there are so many forces at work 
which might affect prices, I cannot be sure which is the 
determining cause. A braver answer, and I believe a 
more accurate explanation of ignorance would be to at- 
tribute it to inadequate observation. If our knowledge of 
past experience was enlarged, and every known instance 
of increased prices was observed with simultaneous ob- 
servations of demand for commodities; of restricted sup- 
ply ; of the nature of the commodity which was priced; 
of the cost of production, and the volume of money; a 
part at least of the error might be eliminated by adopting 
the well known rules of logic which other sciences em- 
ploy, as the differential method, method of avoidance, 
method of compensation, and so on. Great honor is due 
to Mr. David A. Wells for attempting single-handed the 
solution of this problem by one of the methods indi- 
cated, and the example of his analysis ought to inspire 
others to a similar task. As Mill says, “The order of 
nature as perceived at a first glance presents a chaos fol- 
lowed by another chaos.” But Mill is not dismayed. He 
continues, “We must decompose each chaos into single 
facts. We must learn to see in the chaotic antecedent a 
multitude of distinct antecedents, in the chaotic conse- 
quent a multitude of distinct consequents.”! Nor am I 


* Logic, Book 3, ch. 7, sect. 1. 











42 American Economic Association 


advancing a plea for the piling up of more facts. Rather, 
if it were possible, would I destroy a large part of the 
so-called facts the existence of which is in reality an 
obstacle to progress. What we want is accurate facts. 
Many a monograph is non-usable because the observer 
was not trained in observation, did not perceive with clear 
vision, and did not record his data with precision. 

A host of students are now engaged in the field of de- 
scriptive economics. Some are disposed to think that too 
many have been diverted into this field. The mistake of 
these ardent workers is not in entering upon this work, 
but rather in failing to recognize that it requires a spe- 
cial preparation,—that it has an art of its own, to observe, 
measure, and separate the phenomena which constitute 
the object of their research. Possibly the economist 
thinks that he is not concerned with these observational 
workmen; but we have a practical situation to meet. 
Many are not gifted to engage in abstract reasoning, and 
others are not attracted to devote their energies to this 
field of intellectual activity. It is impossible to check 
this interest, but is it not possible to make the work of 
these enthusiastic recruits more effective? 

Our subject, however, has another aspect which con- 
cerns the public interest rather than the methods of 
pedagogical instruction. As has already been observed, 
there is actually existing an enormous amount of obser- 
vation in the field of economic activity. The scope of 
economic facts is so vast, the data are so scattered, and 
the analysis of these facts is so complex, that it cannot be 
expected that the task of observation will be carried on by 
individual enterprise alone. Much of it is assumed by 
government or subsidized endowment. This has been so 
in the past, and must be increasingly so in the future. If 
this be true, the only way to secure a scientific supervision 
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of the process of observation is for governments to put 
the work into the hands of scientists, or at least to call 
them into consultation. It may be said, however, that 
the simple collection of economic facts does not require 
the services of experts trained in economic analysis; that 
the gathering of data in regard to production, prices, con- 
sumption, etc., demands intelligent and honest adminis- 
trative effort, but not necessarily a specialized economist. 
The objection is ill-advised; the economist and the so- 
ciologist ought to make their influence felt at every stage 
from original observation to final generalization. Because 
of this neglect at the initial step, we are now swamped by 
a mass of material which in part is rubbish, of no use to 
anyone; in another part of so little use that it does not 
justify the expense of collection; and which in still an- 
other considerable portion is so inaccurate that it is open 
to suspicion, and cannot be safely used for purposes 
either of induction or deduction. 

Suppose an economist should endeavor to frame a 
scheme of facts which he requires for his economic gen- 
eralization and processes of reasoning, what facts would 
he demand? Under present conditions he has at hand an 
enormous mass of material supplied by statistical bureaus 
which in order to justify their maintenance are not com- 
pelled to meet an expert demand. They furnish data 
which can be easily gathered together, or which will con- 
form to ideas of serviceability long since abandoned, or 
which will make an impressive showing from the stand- 
point of quantity. Let the economist go through the 
mass of statistical documents and reports of commercial, 
industrial, and charitable organizations, and direct his at- 
tention solely to the question,—in what way can this fact 
be used, in what way is it of service, or in what way can 
it be analyzed so that it will be of service in the near fu- 
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ture, how much would receive the mark of approval which 
would justify its retention? Is it too much to say that a 
considerable part would be passed over? Supply of ma- 
terial is now furnished under monopoly conditions, and 
not under the stress of competition,—a force which 
quickly discards useless effort. Demand ought to control 
the supply, but, as it is, supply mystifies and befogs the 
demand. Monopolistic production, generously subsidized, 
of all forms of production requires expert direction. 

No one individually is to blame for this condition of af- 
fairs. The fault is in the system. The economist has 
been living far apart from the official observatories. Busy 
with the analysis of motives, psychological effects, grati- 
fications, welfare subtly conceived as a product of dy- 
namic forces rather than of static conditions, engrossed 
with detecting movements, their direction and _ signi- 
ficance, and with the study of differences instead of the 
composition and characteristics of the things compared, 
he neglects his humble co-workers whose business it is to 
record economic phenomena in so far as they admit of 
record. The observer has consequently been left to his 
own devices ; sometimes he is directed by the mandate of 
a legislature which rarely seeks expert advice ; sometimes 
he has been prompted by a passing interest derived from a 
newspaper discussion; sometimes by a personal whim. 
More frequently he has proceeded along the line of least 
resistance, recording data which could be easily secured, 
irrespective of any other quality. As a nation we are 
altogether too credulous, and have yet to learn that col- 
unms of figures are not statistics. 

In making these statements I would not forget the val- 
uable work which many bureaus are doing. There is an 
increasing tendency on the part of governments, whether 
national, state, or local, to call into service trained stu- 
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dents to direct the administration of statistical affairs. 
In many departments desirable reforms have been ef- 
fected, and yet too often somewhere in the administration 
of these offices there is a cog missing which makes the 
results unsatisfactory. Experts at the top may secure bet- 
ter methods of interpretation, but they alone cannot se- 
cure correct and accurate observation of the primary data 
which are to be interpreted. Attention must be given to 
the competency of the field workers, the factory opera- 
tives, in order to justify the laborious inferences of the 
experts who use the raw material. 

Nor would I appear to slight the intensive and descrip- 
tive studies of those who have made noteworthy contribu- 
tions to economic theory. Many of these have observed 
to good purpose, as in transportation, taxation, agricul- 
ture, and human vitality. Such activity proves that we 
are fortunately supplied with competent directors. It 
only remains to organize this potential force so that it 
will mark out and conduct an intelligent program whereby 
the nation can learn to know itself. 





ANNIVERSARY MEETING, UNIVERSITY HALL, 
COLUMBIA UNIVERSITY, TUESDAY, 
DECEMBER 28, 1909, AT 
EIGHT P. M. 


THE PrEsIDENT: This meeting has been set aside as 
an anniversary gathering at which we are to hear some- 
thing of our origin, and receive also appreciations and 
congratulations. At a birthday party we do not look for 
criticism—nor is it a time for too serious reflection. 

Most of us gladly forget our birthdays, but in the case 
of an organization like this which is so rapidly increasing 
in numbers, in influence, in public respect, every added 
year brings with it pride, and we can well take one 
session to hear something of our history, and if neces- 
sary to congratulate ourselves. In view of the length 
of the program, I shall not take any time in intro- 
ductions, but in presenting the first speaker I should 
like to pay my own tribute of appreciation and regard 
for the work which he did for this Association. I 
happened to be one of the twenty-one who gathered at 
Saratoga when the organization of this Association 
was first discussed. Of those twenty-one, fourteen are 
now living. I think there are not more than three in 
this room who were present at that time. 

Dr. Ely will now give an account of the history of 
the American Economic Association. I take great 
pleasure in introducing Professor Richard T. Ely, of the 
University of Wisconsin. 
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THE AMERICAN ECONOMIC ASSOCIATION 
1885—1909. 


With Special Reference to Its Origin and Early 
Development. 


AN HiIstoricAL SKETCH. 


RICHARD T. ELY 


The American Economic Association was born Sep- 
tember oth, 1885, and we are gathered to celebrate its 
quarter centennial in the same place and at the same 
time that the American Historical Association celebrates 
its quarter centennial, although our Historical brothers 
founded their Association a year earlier. This com- 
promise in our favor we graciously accept. We are glad 
that our colleagues in this related field of knowledge so 
readily perceive that twenty-four years of our life are 
equal to twenty-five of theirs. 

It is my purpose in this paper to give an historical 
sketch of the genesis and development of the American 
Economic Association. The entire history cannot be 
presented at this time and its preparation is a more 
formidable undertaking than I had at first anticipated; 
for after all it includes the greater part of the history 
of economics in the United States. What is of special 
significance is the preparation of the history of the 
foundation of the Association and of its earlier days. 
The time is ripe for such a history based on documents 
and recollections, the latter to be tested by reference to 
the participants for critical examination, the chief actors 
in this early history being nearly all still alive—fortun- 
ately still active and vigorous—for the founders were 
young men of twenty-five to thirty or thereabouts, and 
now it cannot be denied twenty-five years older. It is 
my purpose to present such a history—but pray do not be 
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alarmed—only a minor part of it now. All the details 
could scarcely be followed in a spoken address, which 
would also be prolonged beyond all reasonable length. 
Should I attempt it, perhaps the speaker would still be 
speaking when the rays of the morning sun should be 
breaking—and you—where would you be? What espe- 
cially interests us here and now we find in the more 
general features—the broad outlines—the essential sig- 
nificance of the foundation of the Association. My 
colleague in the Johns Hopkins University, the late Pro- 
fessor H. B. Adams, most helpful in the organization 
of our Association, used to urge brevity upon his some- 
times too prolix students—the budding historians who 
have taken twenty-five and a half years to live twenty- 
five; and in exhorting them to get at the heart of things 
would say: “Now let us have the milk in the cocoanut!” 

What did the American Economic Association mean 
to those who established it? They declared their pur- 
poses at the time in a constitution of which the most 
significant parts were included under “Objects” in 
Article II, and under “Statement of Principles” in 
Article ITI. 

The objects do not require any very lengthy treatment, 
although each one of them had a real significance at the 
time. They were: 

1. The encouragement of economic research. 

2. The publication of economic monographs. 

3. The encouragement of perfect freedom in all 
economic discussion. 

4. The establishment of a Bureau of Information de- 
signed to aid members in their economic studies.' 





*The Bureau of Information performed a very useful function 
for a number of years in aiding members scattered throughout the 
country in the selection of works on topics in which they were in- 
terested, in giving information about leading thinkers on various 
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The much debated and still more misunderstood 
“Statement of Principles” reads as follows: 


ARTICLE III. 
STATEMENT OF PRINCIPLES. 


1. We regard the state as an agency whose positive 
assistance is one of the indespensable conditions of 
human progress. 

2. We believe that political economy as a science is still 
in an early stage of its development. While we appre- 
ciate the work of former economists, we look not so 
much to speculation as to the historical and statistical 
study of actual conditions of economic life for the satis- 
factory accomplishment of that development. 

3. We hold that the conflict of labor and capital has 
brought into prominence a vast number of social prob- 
lems, whose solution requires the united efforts, each in 
its own sphere, of the church, of the state, and of science. 

4. In the study of the industrial and commercial policy 
of governments we take no partisan attitude. We believe 
in a progressive development of economic conditions, 
which must be met by a corresponding development of 
legislative policy. 

Note: This statement was proposed and accepted as 
the general indication of the views and the purposes of 
those who founded the American Economic Association, 





sides of controverted questions, in giving suggestions as desired in 
regard to courses of reading, and in answering all sorts of questions 
in relation to economics. It supplied a real need at a time when 
there were comparatively few economists in the country, and, com- 
pared with recent years at least, a very meager American literature, 
while a great many desired to improve their education in economics. 
The Bureau was practically the secretary's office, and added mate- 
rially to his duties; but he felt well repaid in fostering in this way 
the rapidly growing interest in economics. 
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but it is not to be regarded as binding upon individual 
members. — 

But constitutions require interpretation. We do not 
understand their real meaning until we know how they 
come into being. Written records give us three stages in 
the evolution of our Statement of Principles, followed by 
its final disappearance which we may perhaps call its 
fourth stage—if non-existence is a stage of existence. 

Before the American Economic Association was born, 
Dr. Edmund J. James, assisted by Professor Simon N. 
Patten, proposed the formation of an organization to be 
called the Society for the Study of National Economy. 
The draft of a constitution which was worked up by these 
two gentlemen reads as follows: 


SOCIETY FOR THE STUDY OF NATIONAL ECONOMY. 


It is the purpose of the Society for the Study of National Econ- 
omy to promote the following ends: 

1. To encourage the careful investigation and free discussion 
of the special problems of our national economy. 

2. To secure the publication of economic monographs prepared 
by men whose special training for the work will ensure such a 
treatment of the subject as will be worthy of public attention. 

3. To combat the widespread view that our economic problems 
will solve themselves and that our laws and institutions which at 
present favor individual instead of collective action can promote 
the best utilization of our material resources and secure to each 
individual the highest development of all his faculties. 

Believing that an organization of those who favor these objects 
will assist in promoting their growth and recognizing that a general 
unity of sentiment is necessary to a hearty codperation, the Society 
has adopted the following platform to indicate its general attitude 
toward our social and economic problems. 

I, The state is a positive factor in material production and has 
legitimate claims to a share of the product. The public interest 
can be best served by the state’s appropriating and applying this 
share to promote public ends. 

II. Sovereignty resides in the people and is one in its nature, 
whether exercised by a local or general government. The actual 
economic and social conditions of a country determine whether is- 
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sues are of a local or national importance and whether, therefore, 
a given function should be assigned to municipality, state, or nation. 
The constitutional distribution of powers should conform to that 
distribution most in harmony with the social and economic con- 
ditions of the country. 

III. True economy in goverment affairs does not necessarily 
consist in a reduction of public revenues, but in such a distribution 
and administration of public expenditures as will in the most ef- 
ficient manner promote public ends. 

Good administration cannot be expected in a society where the 
people view the state as a merely negative factor in national life, 
and where, therefore, they attempt to remedy administrative evils 
by limiting government action instead of purifying and rendering 
efficient government service. Our own history proves that attempts 
to secure economy by diminishing public expenditure and to better 
legislation and administration by narrowing the scope of their ac- 
tion result in a marked deterioration in the character and ability 
of the men who make and administer our laws. 

The true method of obtaining purity and economy in our admin- 
istration is through the assumption of its proper functions by the 
state, since the consequent importance and dignity of government 
service would force public attention, attract the best class of citi- 
zens to the consideration of public affairs, and necessitate the great- 
est economy in administration. 

IV. Our present enducational system has failed to maintain 
that standard of intelligence and industrial efficiency below which 
no community can allow its members to fall without impairing the 
rights and endangering the welfare of other communities. 

Its defects are owing partly to the selfishness and partly to the 
inability of local authorities. We are therefore compelled to look 
to the national government to protect the rights and interests of 
the whole against the shortsightedness and selfishness of the parts, 
and to supplement by national grants of money the efforts of each 
locality. 

V. The present problems of our economy which arise from the 
increasing differentiation of the laboring and capitalist classes must 
be studied and solved with reference to the general interest of the 
community as opposed to the interest of either or both classes. 

Public interest demands that the sanitary and industrial condi- 
tions of the laborer shall be such as will enable him to develop 
in himself and perpetuate in his family the qualities necessary to 
make him a desirable citizen of a great republic. Such conditions 
can only be realized when the laborer has an adequate compensa- 
tion and such limitations of the hours of labor as will leave him 
opportunity for mental and moral growth and thus prevent him 
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from sinking into a mere mechanism. The utilization of our 
material resources demands that the qualities upon which the ac- 
cumulation of capital depends shall be developed in every class 
of society. The growth of such qualities is hindered by existing 
laws, which favor that type of production on a large scale which 
can flourish only by combining large capital in a few hands with 
cheap and inefficient labor instead of that system which would 
naturally grow up in our national economy of smaller industries 
so distributed as best to utilize our material resources. 

It is the duty of the state to enforce those measures which will 
assist in realizing all the conditions of a sound industrial system 
against both the greed of the capitalist and the shortsightedness 
of the laborer. 

VI. The arbitrary discrimination of our transportion companies 
not only violates the acknowledged rights of individuals and com- 
munities, but also tends to develop an artificial organization of in- 
dustry by which labor and capital are diverted from those points 
having natural advantages to such as are favored by the interest 
or caprice of great corporations. It is only by government inter- 
vention that these rights can be maintained against the encroach- 
ment of great corporations actuated only by private interest; and 
until they have been secured it will be impossible to develop a 
sound industry. 

VII. The best development of our national resources demands 
that a certain proportion of the surface of the country be covered 
with forests; that a suitable rotation and variety of crops be ob- 
served; that the most approved machinery be applied; and that the 
best breeds of live stock be utilized. To attain these ends it is 
necessary that the land of the country shall be in the hands of a 
class of resident owners who possess capital enough of their own 
to equip the farms adequately and to develop their resources in 
the best manner. Our present system of land laws permits indi- 
viduals and localities, led by motives of private interest, to reduce 
the amount of forest land below the proportion which it should 
bear to arable land. They favor the acquisition of the land either by 
a class of farmers so inadequately supplied with capital that the 
pressure of present indebtedness compels them to adopt a system 
of culture which, looking to present gains, exhausts the soil; or by 
a class of non-resident owners in whose interest that type of ten- 
ants is developed, who, with a low standard of life, can obtain 
from the soil the greatest return for the landlords. It is the duty 
of the state to insist that in every locality there shall be reserved 
for forests such a proportion of its area as the public welfare 
demands, and to change our present laws so as to favor the acquisi- 
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tion of the land by those whose interests in management will co- 
incide with those of the public. 

VIII. The vast extent of our territory and the great variety 
of our soil and climate clearly indicate that the prosperity of each 
section can be best promoted by developing its own peculiar re- 
sources and relying on other sections for those commodities in the 
production of which it is naturally at a disadvantage, while the 
increasing interdependence of all the parts of our industrial econ- 
omy upon one another makes it impossible for the industries of one 
section to be developed to the highest extent except upon the basis 
of a similar development in those of every other section. It is there- 
fore to the interest of each locality to favor a close economic union 
with other localities and to lend material aid in developing their re- 
sources. Among the most obvious methods of serving the common 
interest are the following: 

1. The collection and dissemination of information in regard 
to national industries and the best manner of developing them. 

2. A careful investigation of our mineral and agricultural re- 
sources by means of accurate surveys of the geology, flora, and 
fauna of our territory, so that we may best economize our mineral 
wealth, discover injurious animals and plants, prevent their propaga- 
tion, and preserve and develop those which are likely to prove 
useful. 

3. The establishment of experimental stations where new pro- 
cesses may be discovered and tested, new industries developed, and 
the relative value of different crops and breeds of animals may be 
determined. 

4. The positive encouragement of the introduction of the best 
processes and the most sutiable crops and live stock by the establish- 
ment of expositions and fairs, and by such bounties and exemptions 
as seem best calculated to secure the desired end. 

While individuals and societies may contribute something toward 
these results, yet, owing to the haphazard character of their efforts, 
no adequate assistance can be expected from them. It is, therefore, 
not only beneath the dignity of a great nation, but also contrary 
to its interest, to rely upon the charity of its individual members 
for the promotion of so necessary an end as the symmetrical de- 
velopment of its material resources. 


The main points in the constitution of their proposed 
Society are the encouragement of investigation, and free 
discussion; a vigorous protest against the /Jaissez-faire 
philosophy both in general and in various particulars 
mentioned ; the insistence that economic functions should 
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be distributed among municipalities, states, and nation 
in harmony with our social and economic conditions; 
emphasis upon the nation in educational matters; a state- 
ment of the belief that the state (in its generic sense), 
that is, the collectivity, is rightly entitled to a share in 
the social dividend because “it is a positive factor in na- 
tional production ;” a declaration that this share should 
be used to promote public ends and that “our own history 
proves that attempts to secure economy by diminishing 
public expenditures and to better legislation and admin- 
istration by narrowing the scope of their action result 
in a marked deterioration in the character and ability of 
the men who make and administer our laws ;” progressive 
labor legislation ; government control (not ownership) of 
transportation companies ; especially to be mentioned, the 
elaboration of the idea of the wasteful use of our national 
resources and clear emphasis upon the importance of con- 
servation ; finally, we may notice, the declaration in favor 
of industrial as well as agricultural experimental stations. 

Among the “Ends” notice number three: “To combat 
the widespread view that our economic problems will 
solve themselves and that our laws and institutions which 
at present favor individual instead of collective action can 
promote the best utilization of our national resources 
and secure to each individual the highest development of 
all his faculties.” 

One especially important paragraph in this draft of a 
constitution is the following: “Believing that an organi- 
zation of those who favor these objects will assist in pro- 
moting this growth, and recognizing that a general unity 
of sentiment is necessary to a hearty codperation, the 
Society has adopted the following platform to indicate its 
general attitude towards our social and economic prob- 
lems.” 
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It was proposed to organize a society of persons of a 
similar economic and social philosophy, on the one hand 
to carry on further scientific studies, and on the other 
hand to work for general betterment along indicated lines. 
The elaborate declaration of principles, I am positive, was 
not looked upon by its authors as a creed binding even 
upon themselves for a day 

The proposed organization, “The Society for the Study 
of National Economy”, did not meet with sufficient en- 
couragement to lead to its formation.? But having al- 
ready become interested in the idea of an association of 
American Economists, the present speaker in consultation 
with friends and colleagues undertook to draw up an- 
other statement of “Objects” and “Declaration of Prin- 
ciples” and to enlist the support of his fellow economists. 
In this he was especially assisted by his colleague, the 


77 find in my correspondence prior to the formation of the. 


American Economic Association only two allusions to the pro- 
posed “Society for the Study of National Economy”, and one of 
them is in a letter from Dr. Patten. The principal effect of this 
society would seem to be that it was in a sense preparatory, a stir- 
ring of the soil, and also that it may have exerted an influence on me 
in my draft of the Statement of Principles; and exactly how great 
that was I cannot say after all these years. I can, however, safely 
say that my effort was not all a rival one. I had already intended 
to endeavor to form an association of American economists before 
the effort of Dr. James and Dr. Patten took any definite shape. 
That sort of thing was in the air, so to speak, at the Johns Hopkins 
University and was encouraged by the authorities there. When, 
however, they sent out their draft of a constitution, I held back 
until it became absolutely certain that success could not be achieved 
along that line; and then took the initiative again. All this is a 
minor matter and perhaps of antiquarian interest only; but it is 
well, if it is mentioned at all, that we should have the precise his- 
torical truth. 

As an indication of thoughts stirring in the minds of young 
Americans who were more or less pioneers, the draft of the con- 
stitution of the proposed Society for the Study of National Econ- 
omy has very great significance in the history of economic thought. 
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late Professor H. B. Adams, who the year before had 
been chiefly instrumental in organizing the American 
Historical Association. Adams had a genius for organi- 
zation and was probably never happier than when bring- 
ing an institution into existence. Dr. James also cooperat- 
ed most generously and effectively, never expressing the 
slightest concern for any egoistic ends, but simply for the 
grand purpose. No one was more energetic and loyal 
in codperation, more diligent in assistance in every detail, 
than Dr. E. R. A. Seligman ; and numerous others may be 
mentioned and are mentioned in No. 1 of the Publications 
of the American Economic Association, which consists of 
the Secretary’s “Report of the Organization of the Amer- 
ican Economic Association.” 

But we are anticipating somewhat the march of events. 
It seemed that one reason why the proposed Society for 
the Study of National Economy did not come into ex- 
istence was what was felt to be an undue elaboration of 
aims, but there was apparently a good deal of sympathy 
with the main thoughts of the program—with its under- 
lying economic philosophy—consequently, in drawing up a 
Statement of Objects and Declaration of Principles for 
a society to be called “The American Economic Associa- 
tion”, I made a much simpler program, but one in general 
harmony with the social philosophy of James and Pat- 
ten, although differing at least in two important particu- 
lars: (1) my statement emphasized historical and statisti- 
cal study rather than deductive speculation; (2) my 
statement laid less stress upon government intervention 
and was “toned down” in the direction of conservatism on 
the whole. The prospectus sent out reads as follows: 
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AMERICAN ECONOMIC ASSOCIATION. 


OBJECTS OF THIS ASSOCIATION. 


I. The encouragement of economic research. 
II. The publication of economic monographs. 
III. The encouragement of perfect freedom in all 
economic discussion. 
IV. The establishment of a bureau of information 
designed to aid all members with friendly counsels in 
their economic studies. 


PLATFORM. 


1. We regard the state as an educational and ethical 
agency whose positive aid is an indispensable condition 
of human progress. While we recognize the necessity 
of individual initiative in industrial life, we hold that 
the doctrine of laissez-faire is unsafe in politics and un- 
sound in morals; and that it suggests an inadequate 
explanation of the relations between the state and the 
citizens. 

2. We do not accept the final statements which charac- 
terized the political economy of a past generation; for 
we believe that political economy is still in the first stages 
of its scientific development, and we look not so much 
to speculation as to an impartial study of actual con- 
ditions of economic life for the satisfactory accomplish- 
ment of that development. We seek the aid of statistics 
in the present, and of history in the past. 

3. We hold that the confict of labor and capital has 
brought to the front a .yast number of social problems 
whose solution is impossible without the united efforts 
of church, state, and science. 

4. In the study of the policy of government, especially 
with respect to restrictions on trade and to protection of 
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domestic manufactures, we take no partisan attitude. 
We are convinced that one of the chief reasons why 
greater harmony has not been attained is because econ- 
omists have been too ready to assert themselves as ad- 
vocates. We believe in a progressive development of 
economic conditions which must be met by correspond- 
ing changes of policy. 


A mimeographed circular containing the draft of a 
constitution was distributed widely among the economists 
who might be supposed to be in sympathy with it, general- 
ly among the younger group of economists; and it was 
proposed to gather at Saratoga in September 8-11, 1885, 
in connection with the American Historical Association 
(to which nearly all the economists belonged), in order 
to form our Association. The response to the invitation 
was general. On September 8, a call signed by H. C. 
Adams, J. B. Clark, and R. T. Ely, was read at a public 
meeting of the Historical Association, and the call invited 
those interested to meet at the Bethesda Parish Building, 
at 4 p. m. of that day to take into consideration plans for 
the formation of an American Economic Association. 
The printed report mentions the following as names of 
those who among others were present: Hon. Andrew D. 
White, President C. K. Adams, Professor H. C. Adams, 
Professor R. T. Ely, Professor E. J. James, Rev. Wash- 
ington Gladden, Professor E. Benjamin Andrews, Rev. 
Samuel W. Dike, Professor J. B. Clark, Mr. V. B. Dens- 
low, Professor Alexander Johnston, Dr. E. R. A. Selig- 
man, Professor H. B. Adams, Mr. F. B. Sanborn, Miss 
Katharine Coman, Mr. Davis R. Dewey, Edward W. 
Bemis, Ph.D., Mr. John A. Porter, Clarence Bowen, 
Ph.D., Professor Herbert Tuttle, Hon. Eugene Schuyler. 

The meeting was called to order by Dr. James, Pro- 
fessor H. C. Adams was made temporary chairman, and 
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the present speaker temporary secretary. The acting 
secretary read a paper elaborating his ideas as to the 
objects and platform, and this was followed by an ani- 
mated discussion in which a variety of opinions found 
expression. This is already a matter of record.* Several 
were entirely prepared to accept the proposed draft as 
read, but others thought a modification wiser, and it was 
referred for consideration to a committee consisting of 
five members, namely, H. C. Adams, Washington Glad- 
den, J. B. Clark, Alexander Johnston and R. T. Ely; and 
‘at the same time a committee on organization was ap- 
pointed by the chair consisting of E. J. James, H. B. 
Adams, and E. B. Andrews. 

The next meeting was held at 4 p.m., September 9, 
1885, also in the Bethesda Parish House. The chairman 
of the Committee on Organization presented a plan which, 
with slight modifications, was adopted. The Object and 
Statement of Principles as revised by the committee were 


slightly modified as a result of the debate on their pas- 
sage, and were adopted in the form already read to you. 

And the American Economic Association was born 
September 9, 1885. On September 10, the following 
officers were elected: 


President, Francis A. Walker, LL.D., 
Massachusetts Institution of Technology. 
First Vice-President, Henry C. Adams, Ph.D. 
University of Michigan and Cornell University. 
Second Vice-President, Edmund J. James, Ph.D., 
University of Pennsylvania. 
Third Vice-President, John B. Clark, A. M., 
Smith College. 
Secretary, Richard T. Ely, Ph.D., 
Address Johns Hopkins University, Baltimore, M. D. 
~* Pub. of the Amer. Econ. Assn., Vol. I, No. 1. 
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Treasurer, Edwin R. A. Seligman, Ph. D., 
Columbia College; address 26 West 34th Street, 
New York. 


It should be noticed that our Statement of Principles 
was never regarded as a creed. In the report of the 
secretary on the Organization of the American Economic 
Association, I find the following words: “This plat- 
form, it must be distinctly asserted, was never meant as 
a hard and fast creed, which should be imposed on all 
members, and least of all was it intended to restrict the 
freest investigation.” If any one ever signed the State- 
ment of Principles, it must have come to my notice, as I 
held the position of secretary for the first seven years, 
and I feel safe in saying that absolutely no one ever signed 
it, and that no officer of the Association ever asked any 
one to sign it. It was not intended to be signed and this 
reply was made by the secretary when once or twice 
a willingness to sign was expressed. The “note” printed 
with the constitution®™ precisely expresses the situation. 

The Statement of Principles, it will be observed, was 
a compromise and one in behalf of catholicity. First we 
have the detailed declarations of Professors James and 
Patten; then the broader and more general “Platform” 
proposed by the secretary; and finally the “Statement” 
adopted; each modification representing what has been 
called a “toning-down” process. The change was in 
deference to the fact that various views were represented 
in our membership and still more in the membership we 
hoped to get. We were anxious to win the great body 
of economists. While not all of the original members 
may have held precisely the views expressed in the “State- 
ment of Principles”, all certainly felt at home and com- 
fortable in the Association ; and it was hoped and expect- 


™ See page 40. 
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ed that the Statement would oppose no barrier among stu- 
dents who similarly held the less pronounced views. We 
all considered ourselves scientific investigators and not 
propagandists. 

What was its purpose then? Let us be perfectly frank. 
It had an inclusive as well as an exclusive aim. Like the 
earlier statement in the proposed Society for the Study 
of National Economy, it aimed to gather together like- 
minded men, congenial men who it was supposed could 
profitably work together. Not every economist was at 
first asked to join, although no economist who expressed 
a desire to join was refused enrollment. Our statement 
has doubtless puzzled and perplexed many because, look- 
ing upon it as a creed, they asked themselves, “How could 
this creed proceed from those animated by scientific ideals 
of freedom?” It was, however, simply a statement show- 
ing conclusions which up to that time those of us who 
were most instrumental in founding the Association held. 
Along with our scientific aspirations, as already stated, 
we had as a general aim the accomplishment of practical 
results. : 

“When I was five and twenty”, said Nassau Senior, 
“TI determined to reform the condition of the poor in Eng- 
land.” Thornton who quotes this in the preface to his 
book on labor, adds: 


“When I was myself about the same age, I conceived, 
not indeed the same ambitious design, but much the same 
desire as that which it implies. More than five-and- 
twenty years have passed since then, and it is somewhat 
sadly now, with sexagenarianism at no great distance, 
that I contrast the insignificance of performance with the 
magnificence of youthful projects. But the passion of a 
life is not to be extinguished by any failures that do not 
extinguish life itself, and so long as any strength is 
vouchsafed to me, so long shall it be cheerfully devoted 
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to continued search after a cure for human destitution.””* 


Doubtless some such thought as this may have animated 
at least a few of those who were present at the founda- 
tion of our Association. Perhaps if any of us were quite 
as ambitious we should not like to acknowledge it now 
that we are in middle age,—or, as one of our presidents 
says less flatteringly, “Now that we are old duffers.” 

Certainly a practical purpose was dominant among 
those who were in control at the time. There was a 
striving for righteousness, and perhaps here and there 
might have been one who felt a certain kinship with the 
old Hebrew prophets. Another element perhaps laid 
more emphasis upon correct thought, holding that so long 
as men think correctly we need not concern ourselves 
with their action. Certainly everyone was animated by 
the love of truth for its own sake. Undoubtedly a dom- 
inant note was then to do things practically and scientific- 
ally and bring to pass results. 

This Statement of Principles then was a point of union 
to bring together those of like aims and to keep out others 
at least from leadership. As a matter of fact, our State- 
ment did arouse enthusiasm and it did furnish a motive 
force which very soon gave us an influential position. 

Rightly or wrongly to many, the Statement of Prin- 
ciples seemed like a proclamation of emancipation. At 
this time the enthusiasm with which we were greeted 
may appear a little difficult to comprehend. But a few 
quotations will help older men to recall their earlier 
impressions and the younger to understand the situation 
at the time. The following five quotations are from let- 
ters received by the first secretary before the Saratoga 

*P. 1 of Preface to first edition of Thornton’s “On Labor, Its 


wrongful claims and rightful dues, Its actual present and pos- 
sible future.” 
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meeting and were replies to a request to join the move- 
ment to organize the American Economic Association on 
the basis of the prospectus sent out giving “Objects” and 
“Platform.” 

Dr. Albert Shaw, then editor of the Minneapolis 
Tribune, wrote: “The time is ripe for the movement.... 
It seems to me the society will be a decided success from 
the start.” 

Professor Henry C. Adams of Michigan expressed 
himself as follows: “The more I think of the project 
you have set on foot, the more I am convinced that it is 
timely, and that the association may be made the centre 
of a marked influence upon economic thought.” 

Dr. Washington Gladden said: “I hope to codperate 
in the organization of your society, in which I am deeply 
interested.” 

Professor J. B. Clark, then of Smith College, wrote: 
“The plan proposed is quite in line with my views and 
wishes. I shall be glad to be counted in in such an 
organization.” 

President White of Cornell: “I agree with you en- 
tirely that the /aissez-faire theory is entirely inadequate 
to the needs of modern states. I agree, too, entirely 
with the idea that we must look not so much to specu- 
lation, as to an impartial study of actual conditions of 
economic life, etc. In fact I like your whole statement, 
and I hope to connect myself with your association after 
my return from Europe—probably next summer.” 

After our organization Dr. Elisha Mulford, author of 
“The National”, a book which in its day exerted a marked 
influence, wrote as follows: “No recent invitation has 
given me more pleasure than yours to join the American 
Economic Association. I subscribe to its articles. It 
places us in the same plane with all the greater 
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universities and with the age. In the transitions of 
thought, none has been more significant than the human- 
ization of political economy. Now, as Mr. Toynbee 
says: ‘the long controversy between the economists and 
human beings has ended in the conversion of the econ- 
omists.’ ” 

Why this jubilation? Why this feeling of emanci- 
pation? It was felt by many that political economy was 
opposed to the recognition of any ethical element in our 
economic life, that it opposed all social reforms for 
social uplift as futile, that it exalted into a principle of 
economic righteousness the individual and unrestrained 
pursuit of self-interest, that it almost deified a monstrosity 
known as the economic man, that it looked upon /atssez- 
faire as a law of beneficent providence, and held that free 
trade must be received as an ethical dogma, being a 
practical application of the command, “Thou shalt not 
steal”, for here inconsistently an ethical principle was 
admitted as all-controlling. Now let it be said that no 
support, or at any rate very little support, for such views 
could be found in the writings of the great economists 
of England or any other country; but a false and undue 
emphasis of certain teachings of the masters had led to 
this misapprehension; and for this one-sided develop- 
ment, popularization and the exigencies of practical 
politics were largely responsible. Hence when the 
recognition of evils was proclaimed as in harmony with 
science, when it was proposed to examine the actual 
situation of the wage-earner and to reason on the basis 
of observation, when it made known that a body of 
economists were prepared to examine free trade and pro- 
tection scientifically and not dogmatically, and that 
economics embraced the whole of the economic life; the 
simple message, which now no one would think it neces- 
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sary to proclaim, produced an impression and aroused 
an enthusiasm which can be understood only by those 
who by the aid of the scientific imagination work their 
way back to the situation of 1885. 

Some of the younger men not present at the founding 
of our Association have regarded the controversy about 
inductive and deductive method as a barren and fruitless 
one. It is because they did not understand the situation 
at that time. There was opposition to historical, statis- 
tical study as an essential means of discovering economic 
truth, and emphasis was laid upon the so-called historical 
method because at that time it was necessary. Here 
and there it may be undue emphasis was laid upon this, 
because, as Adam Smith says, “when the twig is bent 
too much in one direction it is necessary to bend it in the 
other to make it straight.” It is only those who fail to 
realize the situation at that time—so hard to understand 
at the present—who can regard as futile and meaningless 
the controversy regarding induction and deduction, 
statistical and historical method. 

Professor W. W. Folwell, one of our most loyal mem- 
bers and supporters—one who, loved of all, has in his 
retirement the good wishes of our entire body—attempt- 
ed in our early days to organize a branch of our Associa- 
tion in Minneapolis and found effective opposition in the 
antagonism of university men who had learned economics 
as it had been very recently taught in our schools. 
Professor Folwell wrote me as follows in explanation 
of his failure: “The opinion prevails far too widely that 
political economists must be mere doctrinaires and must 
contend for some set of opinions and some course of 
policy. Critical study of phenomena is as unpopular 
as free thinking in religion.” It takes a quotation such 
as this to bring before us and make us realize a condition 
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seemingly as remote from us as the pyramids of Egypt, 
and yet a condition which as a matter of fact existed in 
some quarters less than twenty-five years ago. 

One may also examine the files of contemporary per- 
iodicals to see the alarm the statistical and historical 
method aroused. This method may have been advocated 
with too much confidence and in too exclusive a spirit— 
perhaps in some cases with a provoking cocksureness 
and an irritating assumption of superiority. And 
doubtless this was responsible for a certain antagonism. 
It seemed to some radical in theory, and the conclusion 
was drawn that it must be radical in practice. Hence 
the alarm in some quarters. Now everyone, of course, 
knows that it leads to essentially conservative conclusions 
in practice. 

At the same time, it is curious to notice the trend of 
events with respect to the use of the deductive and in- 
ductive method in economics. Professor Patten at the, 
outset protested in correspondence against the emphasis 
upon the inductive method and historical study, although 
always one of the most enthusiastic supporters of the 
Association. In recent letters he expresses the view that 
when we returned from Germany “we overestimated the 
use history would be to us in our struggle. We had the 
right idea but our training started us in a wrong direc- 
tion. We also had no idea of the richness of the Ameri- 
can material that was at hand.” He also takes up the 
works of the various leaders in the formation of the 
Association and calls attention to the fact that deduction 
and speculation are prominent elements in them, while 
history has been very little cultivated by our founders. 

Time has also produced other changes. Some of the 
conservatives and radicals, it has been said, have moved 
in opposite directions and have approached each other— 
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perhaps even passed each other in their opposite move- 
ments. Perhaps now it would not be possible to say of 
any one of the great American universities that it stood 
in a distinctive sense either for progressive or conserva- 
tive economic thought. 

Let us consider briefly the circumstances under which 
the American Economic Association was organized. 
New life was stirring in the country. It was frequently 
said that we were living in a new economic world, and 
such in fact was the case. Great epoch-making events 
of an economic character were then recent. Twenty 
years earlier the Civil War had closed, and had brought 
with it most momentous economic problems which were 
far from solution, and some of which still vex us and 
doubtless will vex us for generations to come. The great 
crisis of 1873 was still more recent. The money ques- 
tion was still alive and, although specie payments had 
been resumed in 1879 and the greenback question was 
disappearing, the silver question was looming larger and 
larger. Great strikes were then recent, and the organi- 
zation of capital and labor was proceeding apace. 

The need of scientific treatment of economic questions 
was keenly felt at this time by our leaders of thought. 
Political economy as it had been taught in the American 
colleges and universities up to that time was, generally 
speaking, rather barren. Somtimes it was called the 
“dismal” science and sometimes “dry bones.” Both of 
these imply exaggeration, but they show at the same time 
the position our subject occupied in the public mind. 
Generally speaking, the ordinary man looked upon politi- 
cal economy as chiefly occupied with a controversy be- 
tween protection and free trade, and he assumed that 
every orthodox political economist must be a free trader. 
Otherwise the great message of political economy was 
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laissez-faire, laissez passer, get out of the way, don’t 
interfere with business, let natural laws rule. The whole 
thing was reduced to comparatively few formulas and 
certainly did not arouse the enthusiasm of American 


youth.® 

The young men who gathered at Saratoga in 1885 to 
form the American Economic Association had very 
generally returned from Germany about 1880. Ideals of 
freedom were strongly cherished and very precious to us 
all. So as not to commit others I will describe my own 
feelings as a student of economics in Germany, but I 
believe I speak for many others. I had the feeling when 
I went there that I had entered into a new heritage of 
freedom, and a certain joyous expansion was one of the 
most pronounced feelings which I experienced. There 


* As indicative of the opinion of our chosen leader in these early 
days, the following quotation from the “Opening Address” of 
President Walker, delivered at our Third Annual Meeting, in 
Philadelphia, December 1888, is noteworthy: 

“Yet, while Laissez-Faire was asserted, in great breadth, in Eng- 
land, the writers for the reviews exaggerating the utterances of 
the professors in the universities, that doctrine was carefully qual- 
ified by some economists, and was by none held with such strictness 
as was given to it in the United States. Here it was not made 
the test of economic orthodoxy, merely. It was used to decide 
whether a man were an economist at all. I don’t think that I exag- 
gerate when I say that, among those who deemed themselves the 
guardians of the true faith, it was considered far better that a man 
should know nothing about economic literature, and have no inter- 
est whatever in the subject, than that, with any amount of learning 
and any degree of honest purpose, he should have adopted views 
varying from the standard that was set up. 

“Such intolerance was not necessarily due to bigotry. It was, 
the rather, involved in the very nature of the Laissez-Faire doc- 
trine. If that was true, there was no reason why an economist 
should have any professional communion or intercourse with an 
outsider. No good could come of it but only a possible weakening 
of faith on the part of disciples and a certain encouragement to 
heresy.” Pub. of the Amer. Econ. Ass'n. Vol. IV, pp. 254-5. 
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was a free and large spirit on the part of professors of 
economics in the Fatherland, as well as other professors 
in the German University, to which I had not been 
accustomed. I felt that in the atmosphere of the Ger- 
man universities there was room for growth and en- 
couragement of the development of individuality, which 
was something new to me. 

We were generally impressed with the sterility and 
barrenness of the old economics as taught us in our 
college days. We became weary of the controversies, 
‘the wordy conflicts over free trade and protection, and 
the endless harangues over paper money which seemed 
to us to savor more of political partisanship than of 
scientific inquiry ; and we had little patience with a press 
that knew of no other public issues. We found, or 
thought we found, in control conceptions of orthodoxy, 
and we were generally prepared to fight any such con- 
ceptions as not belonging to the realm of science. When 
I said that we were prepared to fight these conceptions, 
I recognize the pugnacious element; and it might as well 
be acknowledged that this element was present. How 
generally our members were belligerent I cannot attempt 
to say. Certainly more than one felt prepared to fight. 
We were young and had the pugnacity of youth. We 
felt called upon to fight those who, rightly or wrongly, 
we believed, stood in the way of intellectual expansion and 
of social growth. But something more than this 
may surely be said. Some of us felt that men who 
thought as we did were denied the right to exist scientifi- 
cally, and this denial we believed to proceed from certain 
older men able to exercise a very large influence over 
thought, particularly thought in university circles. Very 
soon we felt that we had won our battle so far as the 
right to exist scientifically was concerned, and our pug- 


Anniversary Meeting 








70 American Economic Association 


nacious temper rapidly fell, certainly to below the boiling 
point. 

My own experience is perhaps typical. I had been 
taught political economy in this same Columbia Univer- 
sity which now occupies so high and distinguished a 
position in this branch of knowledge among all the 
universities of the world. Our teacher was an excellent 
man upon whom I look back with affection and admir- 
ation, and from whom in some other subjects I learned 
a great deal. In addition to political economy, however, 
he taught English literature and philosophy. He was 
especially strong in the Scotch common sense philosophy 
as taught by his own master, Sir William Hamilton, had 
a considerable knowledge of English literature, and ex- 
cellent taste. In political economy, however, he assigned 
us Mrs. Faweett’s “Political Economy for Beginners.” 
Each week we had one chapter and were asked in the 
recitation the questions at the close of the chapter. As I 
look back upon it, I feel that more harm than good was 
accomplished. We really gained no useful knowledge, 
and perhaps were left with an insufficient appreciation of 
our own ignorance. 

Graduating from Columbia in 1876, the following 
year I went to Germany to carry on my studies. About 
this time or a little later, Professor Farnam, Professor 
E. J. James, Professor Simon N. Patten, Professor E. 
R. A. Seligman, Professor J. B. Clark, and many others 
went to Germany also. There we found that political 
economy was a large and inspiring subject, and we came 
back with a two-fold message—a scientific message and 
a practical message. 

The Verein fiir Sozialpolitik organized in 1873 (but 
preceded by the celebrated Eisenacher Versammlung of 
1872) had an appreciable influence on the minds of many 
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of those most active in the formation of our Association, 
and some of us unquestionably felt towards certain older 
economists and publicists of the country much as Pro- 
fessor Schmoller said that he and his associates felt 
toward the so-called “Manchester” men of his day, who 
had organized the Volkswirthschaftlicher Kongress. In 
his opening address at Eisenach, October 6, 1872, Pro- 
fessor Schmoller said of those who controlled the Volks- 
wirthschaftlicher Kongress that they were opposed to all 
plans of reform “which did not harmonize with their 
’ one-sided doctrinaire principles; they did not admit the 
existence of a labor question; to speak of such implied 
either a confusion of thought or demagogic incitement 
to discontent; wage-earners had all that they needed; 
the one who did not advance was personally to blame.” 
But he said a school with other views had arisen, and, 
instead of trying to pour new wine into old bottles, the 
right thing was to proceed independently and to form 
a practical unified organization for those who shared 
these new views in order to produce the desired effect on 
public opinion and legislation. Now the Verein fir 
Sozialpolitik had as its aim practical reform in factory 
legislation, taxation, private corporations, industrial in- 
surance, etc. But our aim was two-fold,—-scientific and 
practical,—and the former quite as much as the latter. 
The immediately practical side of our proposed activities 
was seen in the provision in our by-laws for the appoint- 
ment of standing committees on the model of the Verein 
fiir Sozialpolitik, and the following were specially men- 
tioned : 

1. On Labor. 

2. On Transportation. 

3- On Trade. . 

4. On Public Finance. 
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5. On Local Government. 

6. On Exchange. 

7. On General Questions of Economic Theory. 

8. On Statistics. 

And in the Resolutions the following topics were 
suggested to the Chairman of the Standing Committees, 
as subjects for reports: 

Effect of Half-time Working on the Laborer. 
The Normal Working Day. 

Employment of Women in Factories. 

Municipal Finance. 

The Income of Public Works in Cities. 

Rent in the United States. 

National Railroad Commission. 

. Limitation of Suffrage as a Remedy for Abuses 
in Local Administration. 

g. Effect of Transportation on the Laborer. 

10. The Silver Question. 

It was the opinion of some of our founders that detail- 
ed reports and recommendations would be made by the 
committees, and that these would be debated and have 
direct influence on public opinion and legislation. 

The first committee to make a report was the one on 
Public Finance, of which Professor H. C. Adams was 
Chairman. This report was published as No. 6 of Vol. 
II, Publications, Series 1; and was entitled “Relation of 
Modern Municipalities to Quasi-Public Works.” Other 
members of the committee were George W. Knight, 
Davis R. Dewey, and Arthur Yager; afterwards Charles 
Moore and Frank J. Goodnow. This committee sent 
out a “Questionaire” in December, 1885. The idea, how- 
ever, was that each member of the Association should 
belong to a committee and that the work of the Asso- 
ciation would be essentially a work of committees; but 
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this idea was soon abandoned. One or two committees 
appointed did little work. In later years we find in the 
Council minutes references to Special Committees, 
which, however, seem also to have been designated as 
Standing Committees. Some of these made note- 
worthy reports. At the Cleveland meeting, December, 
1895, a Special Committee was appointed to consider 
“The Scope and Method of the Twelfth Census.” This 
consisted of Richmond Mayo-Smith, Chairman, Walter 
F. Willcox, Carroll D. Wright, Roland P. Falkner, and 
Davis R. Dewey. This committee gathered together a 
number of essays which were submitted with their re- 
port and later constituted a volume of over 600 pages, 
entitled “The Scope and Method of the Twelfth Census. 
Critical discussion by over twenty statistical experts.” 
This volume is well known, and it is safe to say has 
exercised a very great and beneficent influence. 

At the Eleventh Annual Meeting in 1889, a Committee 
on Colonies was appointed with Professor J. W. Jenks 
as chairman. This committee presented a report in 1900 
together with essays which were collected and edited by 
the committee. It appeared as No. 3 of Vol. I, Third 
Series, August, 1900, under the title, “Essays in Colonial 
Finance, by members of the Association.” The report 
was signed by Jeremiah W. Jenks, Chairman, Charles S. 
Hamlin, Edw. R. A. Seligman, and Albert Shaw. This 
committee had already made a preliminary report at the 
Ithaca meeting in 1898. 

At the meeting held in Baltimore, December, 1905, we 
find in the minutes of the Council that there were then 
three Standing Committees for the study of special 
topics, 4. ¢., the Committee on Municipal Accounting and 
Finance, which had been appointed in 1900, with Fred- 
erick A. Cleveland as Chairman; the Committee on Index 
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Numbers, with Professor C. C. Plehn as Chairman; and 
the Committee on the Economic Position of the Negro, 
with Professor W. F. Willcox as Chairman. The Com- 
mittee on the Negro, authorized by the Twelfth Annual 
Meeting, 1900, secured the presentation of several papers 
of great interest at the Fourteenth Annual Meeting 
in 1902. 

The theory of special committees is stated in these 
words by Professor Charles H. Hull, in his report as 
Secretary to the Council at the Thirteenth Annual Meet- 
ing, December, 1900. “The theory of these Special 
Committees, as the secretary understands it, is that the 
Association makes no attempt to impose the work of a 
committeeman upon any member, but, wherever a suffi- 
cient and well-balanced group of members desires to take 
up some subject of investigation which promises results, 
the Council is inclined to give them its blessing, and the 
Publication Committee is likely to look with favor upon 
the proposal to print their report.” It will be seen that 
this is a considerable departure from the original theory 
of the Standing Committees. 

Another line of activity was the effort to encourage 
popular interest in economic questions by offers of prizes 
for essays on various economic questions of the day; 
these prizes performing an extremely useful purpose in 
their day, in awakening an intelligent appreciation of 
economics, in helping start at least a few young people 
in useful careers, and in attracting support to our Asso- 
ciation at a time when the struggle for existence was 
keenly felt by those who had assumed the burden of our 
affairs.® 
~ * Among these prize essays special mention may be made of one. 
Amalie Rives, as she then was (now Princess Troubetskoy), had 


written some beautiful sonnets on children published in Harper’s 
Monthly Magazine for May, 1889, under the title “Unto the Least 
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But the more purely scientific aspects of our activity 
soon gained the ascendency. For this there were several 
reasons. We were generally too busy with other duties 
to develop the work of the Standing Committees. Our 
president had also and first of all his exacting duties as 
President of the Massachusetts Institute of Technology. 
Another officer of the Association was soon much oc- 
cupied with his work as a member first of a municipal 
and later of a state tax commission. And these are 
typical cases. In our new country, we are engaged in 
“building up” processes and in making scientific work 
easier for those who follow us. We are building up 
departments and schools in our universities and institu- 
tions in our cities. And if institutions are the lengthened 


of These Little Ones.” These were equal, it seemed to me, to 
the child labor verses of Mrs. Browning. She had given the 
money received for them to our Association for a prize for the 
best essay on Child Labor. This prize was equally divided between 
Dr. W. F. Willoughby, now Assistant Director of the Census, 
and Miss Claire de Graffenried, for many years employed by 
the United States Bureau of Labor. These two prize essays ap- 
peared in The Publications of the American Economic Association, 
First Series, V, 1800. The amount of the prizes was $100. An- 
other prize essay was published in Vol. VIII, 1893, of the same 
series, and entitled, The Housing of the Poor in American Cities. 
The prize recipient was Dr. Marcus T. Reynolds, and the prize was 
$300. In 1888 a prize was also given for the best essay on the evils 
of unrestricted immigration. In 1891 two prizes were awarded 
which had been offered in 1889: namely, a first prize of $300 and 
a second prize of $200 for the best and second best essays on 
women wage earners. The first prize was won by Miss Clare de 
Graffenried, and the second by Mrs. Helen Campbell. In 1889 
still another prize of $250 was offered by the late Thomas G. Shear- 
man of Brooklyn, N. Y., for the best essay on state and local taxa- 
tion of personal property in the United States. Another prize 
offered was one of $500 for the best essay on the improvement of 
country roads and city streets. Prizes like these, while performing 
a useful service in their day, were soon discontinued, as it did not 
seem longer that this was exactly the best way for our Association 
to cultivate an interest in economics. 
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shadows, each of some one man, we may have satisfac- 
tion in contemplating our shadows. Otherwise we are 
at a marked disadvantage in comparison with men in a 
country like Germany, already so highly developed; or a 
country like England where there is a so much larger 
class of cultured men of independent resources. But 
another reason for our departure from following the 
more immediately practical course of activity is found in 
the development of other organizations devoted to special 
lines of economic reform, to all of which members of 
our Association belong. We thus think of the National 
Consumer’s League, the Child Labor Committee, and the 
American Association for Labor Legislation; the latter 
certainly a child of ours. 

Our Statement of Principles furnished motive power. 
It was held to for a very short time, always, it must be 
confessed, with opposition; and then after three years, 
when it was felt that it had accomplished its purpose, it 
was abolished by unanimous vote and absolutely without 
opposition. Our Association professed something which 
at the time was felt tobe of significance, and it was greet- 
ed with enthusiasm because it was not colorless. 

It has been said by some that the founders of the 
American Economic Association had absorbed German 
ideas and attempted to transplant them into American 
soil, and that this was an alien soil. This is undoubtedly 
erroneous, for our Association was essentially American 
in its origin and ideas. German influences have been 
felt and we are all thankful for German science, but, as 
Professor Farnam has clearly shown in his paper on the 
“Relations of German to American Economics”? on the 
occasion of the celebration of the seventieth birthday of 


’ Farnam, Henry W.: Deutsch-amerikanische Beziehungen in der 
Volkswirtschaftslehre. 
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Professor Gustav von Schmoller, these ideas of the 
founders ascribed to German influence are not un-Ameri- 
can, particular reference being made to the opposition to 
laissez-faire and the expressions in favor of an active 
policy of government. Professor Farnam is quite right 
in his views that Jaissez-faire is not a peculiar American 
product. It is rather an exotic, and it is worthy of 
special note that we must look to the prairies of Illinois, 
swept by the free air of the Mississippi Valley, for the 
authorship of the constitution of the proposed Society for 
the Study of the National Economy, in which still more 
emphatically than in our own Statement of Principles we 
find proclaimed opposition to non-interference in econ- 
omic affairs and the advocacy of very large and broad 
functions of government. What Germany did for us 
was, in the sense in which Socrates used the term, to serve 
as midwife, helping to birth the ideas which had been 
conceived under American conditions. We were impressed 
in the German universities by a certain largeness and 
freedom of thought, which was novel but very refreshing 
and delightful. Speaking for myself—and I believe for 
most of us—I may say that the idea of relativity as oppos- 
ed to absolutism and the insistence upon exact and posi- 
tive knowledge produced a profound influence upon my 
thought. I must not fail to mention the impression 
produced upon my thought (and again I believe I may 
speak for most of my associates) by the ethical view of 
economics taught by Conrad, by Wagner, and above all 
by Knies, under whom I took my degree. These econ- 
omists had a sufficiently clear perception of the difference 
between ethics and economics. They had a feeling, how- 
ever, that ethical influences should be brought to bear on 
our economic life, and they believed also that those 
ethical influences which were actually at work shaping 
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economic life to a greater or less extent should be 
examined carefully as existing forces. And, finally, it 
is doubtless safe to say that the warm humanitarianism 
of the German theorists moved the Americans of my day 
deeply. But we remained Americans whose intellectual 
life had been quickened by our own life in the atmos- 
phere of the German universities. 

The American Economic Association took a stand at 
its organization for entire freedom of discussion. We 
were thoroughly devoted to the ideal of the German 
university—Lehrfreiheit and Lernfreiheit; and we have 
not hesitated to enter the lists vigorously in favor of 
freedom when we have considered it endangered. Here 
there has been no apparent difference. Whatever opin- 
ions otherwise may have separated our members, we have 
stood shoulder to shoulder as one man for free discussion. 
But was this ever necessary? Rightly or wrongly, we 
did feel at first that it required a struggle to find a 
place in our academic life for free expression of our 
views. As to the condition of affairs which at least 
some of us believed to exist, it may not be inappropriate 
to quote from a letter which President Walker wrote 
under date of April 30, 1884. 


“Perhaps no one has had more occasion than myself 
to feel the need of such moral support from felow work- 
ers in political economy as might come from formal 
association and concerted action. When I first started 
out in 1874, I suffered an amount of supercilious patron- 
age and toplofty criticism which was almost more than I 
could bear. Downright abuse would have been a 
luxu ee a es 

“I have hit the Economic Harmonies pretty hard, I 
fancy, from the squirming ; but all this is only destructive, 
and should but clear the way for serious, careful, produc- 
tive work in economics.” 
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To ascertain better the feelings of our founders and 
to avoid attributing my own views to them, I have asked 
three of our members to answer the question: “What 
did the founding of the American Economic Association 
mean to me?” and I give the three replies from these 
three men who represent different shades of opinion. 
The first quotation is as follows: 


“It is not easy for me to reply to your letter. I, 
no doubt like all the other of the younger men, was in- 
terested in giving voice to the need of scientific treat- 
ment of the economic problems of the day, and, above 
all, we wanted to protest against the one-sided views 
which were current at that time. So little attention was 
paid to the professional economist that I think we all felt 
it desirable to enhance the idgnity of the science. The 
founding of the Association meant a great deal to me. It 
brought me in touch with all men who were working on 
the subject, and the personal association was of the ut- 
most possible value as a stimulus. I think we all did bet- 
ter work because of the Association.” 


The second correspondent writes : 


“The establishment of the American Economic Asso- 
ciation meant to me two or three things. In the first 
place, the opportunity of getting acquainted with men 
who had work in the same field throughout the country, 
which I regard as of very great value. Secondly, a 
chance by conference with them to see how far my own 
ideas were correct, or if I saw no reason to change them, 
how far I could hope for codperation among my col- 
leagues in helping to realize them. 

“Like all other men, I found cause, through this intel- 
lectual attrition, to alter many of my views more or 
less, and on the other hand, by intercourse with these 
men, learned how to secure their support for my own 
ideas as far as we could agree upon them. 

“I am quite convinced, moreover, that this coming 
together of the men at work in this field and threshing 
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out the questions on which there was difference of opin- 
ion, helped to develop an esprit de corps in the body as a 
whole which was a very real advantage to all of us and 
contributed some little to making our influence in the 
country as a whole more effective. 

“The publications of the society, moreover, offered an 
opportunity to bring out things which at that time either 
could not have been published at all except at the expense 
of the writer, or would have received no attention, or at 
any rate not as much as they received in coming out as 
the publications of an organization like this. 
~ “This organization served, moreover, to emphasize and 
put in a clear way before the public men the fact that 
modern economics was after all a new study. It was not 
simply a science which offered old solutions to new prob- 
lems, but it had in it the promise and potency of life. 

“These are things that occur to me upon a very brief 
reflection.” 


My third letter reads as follows: 


“The attitude of those of us who went to Germany to 
study thirty years ago differed from the aims of the same 
men who later formed the American Economic Associa- 
tion, in that the former was negative while the latter was 
positive. I had little notion of what I was to get in 
Germany when I went, but I had very definite notions 
when I returned. I was tired of American politics and 
traditional religion, and even more disliked classical 
studies. It was craving for a broader view that lured 
me to Germany, and while there I learned to base my 
thought on the world’s experience instead of conventional 
English ideas. The study of history did even more for 
me than that of economics. I came back in open revolt 
against the traditional concepts of our race and found the 
narrow self-satisfied attitude of the American very trying. 
The American Economic Association was a protest not 
only against the narrow English economists but also 
against the current political and social ideas. It has 
narrowed its functions since the Political Science Asso- 
ciation and the Socologists have split off from it. We 
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combined in ourselves all three of those functions, and 
the influence of the Association in its early days was as 
much in politics and sociology as in economics. 

“The fruit of our efforts is not only the changes in the 
field of economics, great as it is, but also the social and 
political changes that were bound up with them. It is 
hard to reproduce this general attitude because we have 
all become specialists, but this broader viewpoint repre- 
sents the attitude of those who strove to form the new 
Association.” 


The men who founded the American Economic Asso- 
ciation look upon its foundation as the great event in 
American economics; but they recognize that they were 
but the medium through which deep currents of life 
found expression. Before the American Economic 
Association came into existence, there were compara- 
tively few, indeed very few, professional economists in 
the United States; and, while there were a few note- 
worthy economic treatises and many able economic papers 
prepared by statesmen, we may regard the history of 
economic thought before this event as leading up to it, 
and the events of importance since its foundation may be 
regarded in the main as flowing from it. Eighteen hun- 
dred and eighty-five may be designated as our hegira. The 
American Economic Association is not to be looked upon 
as the sole creator of the thought-forces within our field, 
but it is one of the thought-causes. It is beyond question 
that had the Economic Association not come into exist- 
ence we should have had a development of economic 
thought in this country; but it is certainly true that our 
Association has gathered together the thought-forces 
and has given expression to them. It has served as a 
stimulus to young and old. It has rewarded youth by 
recognition. It has been remarked by careful observers 
that the young men in economics who have been advanc- 
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ed during the past twenty years and more have very 
generally been those frequently seen at the meetings of 
the American Economic Association. Of those now 
prominent in economics in our country one after another 
has won his spurs at our annual meetings. I well recall 
one clearly marked typical case when one of the econ- 
omists of the country presented a paper at one of our 
early meetings. Up to that time he had been little known 
and his place had not been assigned. After he read his 
paper he clearly took a position as one of the recognized 
American economists and has held it ever since. Our 
Association has thus been an arbiter of destinies. 

Our Association has stimulated improvement in econ- 
omic and statistical work. All who have followed our 
history will recall our critical treatment of the census 
office and the active part that we took in favoring the 
establishment of a permanent census bureau. We may 
fairly claim an appreciable influence in the improvement 
which is going on in the census work of the country. 
The work of railway reform is associated with our 
history. Railway problems have been discussed faith- 
fully by men representing different points of view, and 
members of our Association are now engaged in bringing 
about improvements of value both to the railways and 
the general public. Our Association has been one of the 
forces in favor of sound money, helping the country to 
weather storms and to avert threatened evils. The trust 
problem has received fruitful discussion in our meetings, 
and our members have been among those who have 
thrown light on the scientific and practical aspects of 
industrial combinations. The good roads movement 
received an impetus in an able monograph contributed by 
one of our presidents. Social reform has been guided 
and stimulated by our efforts. 
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Our direct influence has been very largely exercised 
through our meetings and through our publications. It 
is difficult at this time to characterize the economic liter- 
ature for which the American Economic Association has 
assumed responsibility, to the extent of publishing and 
mostly having directly evoked it. In speaking about our 
literature, we of the Association are really speaking 
about ourselves. And we lack the objectivity which will 
be easier for those writing let us say twenty-five years 
from now. One or two attempts have already been made 
to characterize recent economic literature. I am respon- 
sible for one, and Professor Fetter, long secretary of the 
Association, for a different one. One sketch took up 
our prominent writers and said something about their 
work, and the other attempted to trace recent develop- 
ments of theory, speaking about the utility and value 
discussions, the controversies in regard to land and 
capital, and about the significance of changing industrial 
development which should be accompanied by corres- 
ponding development of concepts. All these discussions 
have been advanced by our Association. 

One or two things of a general nature may be said 
and occur readily to me in looking through the titles of 
the monographs appearing in our first three or four 
volumes. We see at once, when we examine these titles, 
that the tendencies of economic thought have here early 
revealed themselves. Monographs precede books as 
articles precede monographs, giving us a development 
which may be characterized as “first the blade, then the 
ear, after that the full corn in the ear.” The mono- 
graphic stage is found in our publications first, and 
reveals tendencies. In Volume I we find the monograph 
by Dr. E. J. James on the relation of the modern muni- 
cipality to the gas supply, followed in the second volume 
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by his monograph on the railway question. Here we 
find revealed lines of thought in regard to our public 
utilities which have been steadily developed, and which 
were in the main correctly traced out. In this same 
Volume I, we find two monographs on cooperation : name- 
ly, “Coéperation in a Western City”, by Albert Shaw; 
and “Codperation in New England”, by Edward W. 
Bemis. In Volume II we find another monograph on 
coéperation, namely, “Three Phases of Cooperation in 
the West” by Amos G. Warner, and in this volume is 
also “Historical Sketch of the Finances of Pennsyl- 
vania”, by T. K. Worthington. These monographs on 
coéperation and the one on the finances of Pennsylvania 
were written by students of mine in the Johns Hopkins 
University, and suggest a German influence, namely, the 
insistence on observation. I believe that all the founders 
of the American Economic Association, whether their 
writings were deductive or inductive, have taught their 
students in the phrase of Richard Jones, to “look and 
see.” We have a rich development of descriptive mono- 
graphs represented by this early work. In Volume II, 
we find a monograph on the early history of the English 
woolen industry, by W. J. Ashley, and one on ‘the 
mediaeval guilds of England by Professor Seligman, 
thus starting a line of historical work. 

In Volume III we have a very noteworthy monograph 
by Professor John B. Clark, entitied “Capital and its 
Earnings”, in which we find the germs of his work since 
that time. This is a monograph which no one should 
neglect who wishes to follow the development of Pro- 
fessor Clark’s theories. 

As secretary of the Association for the first seven 
years of its existence, I was in a position to follow prob- 
ably better than any one else the actual influence exerted 
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by our Association ; and it is no exaggeration to say that 
it was a very great one, and very appreciable in the 
development of social control in our country. Our pub- 
lications have gone to those persons in a position to 
exercise influence, and they have gone at the right 
juncture and produced an impression that is out of all 
proportion to the number of our members. 

In our early days branches of the American Economic 
Association were formed in various parts of the country 
and served a most useful purpose in their time as leaders 
in the intelligent discussion of questions of theory and 
in the treatment of local economic problems. Each one 
was a centre of light and leadership. The following 
places among others had branches: Springfield, Mass. ; 
Orange, New Jersey; Washington, D. C.; Buffalo, New 
York; Canton, Ohio; Galesburg and Geneseo, Illinois; 
Kansas City, Kansas. One of the most thriving of 
these branches was the Connecticut Valley Economic 
Association, with headquarters at Springfield, organized 
in January, 1886, probably the first one to organize; and 
three well known American Economists contributed to 
its success, namely, Professors J. B. Clark, F. H. Gid- 
dings, and Dr. E. W. Bemis. 

Our Association has exercised an influence on foreign 
countries. In Glasgow it served as a stimulus for a local 
University Economic Association.* From Oxford, 
England, came the suggestion made by a well known 
English economist of the formation of a local association 

*In this connection the following quotation from a letter of 
Professor James Mavor, University of Glasgow, is interesting: 
“I duly received your kind favor enclosing Book of Constitution of 
The American Economic Association and have to apologize for 
failing to acknowledge your kindness forthwith, The book has 


been found of considerable use in suggesting a constitution for two 
associations quite recently established in Glasgow. One, ‘The Uni- 
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in alliance with the American Economic Association, but 
finally the British Association was formed and our cor- 
respondence shows that our own Association served both 
as a stimulus and a model.® The correspondence of the 


versity Economic Association’, promises to be a thriving institution, 
many of the best students, holders of fellowships, honor men, and 
assistant professors have joined it and are regular attendants at 
its fortnightly meetings. Economics have been so woefully neg- 
lected in this country that even this small mercy is to be thankfully 
received. Then the movement for the extension of University 
teaching among working people by evening lectures, etc., has re- 
sulted in the formation of an association at whose monthly meet- 
ings are read papers by University men and others for the most 
part on economic subjects. 

“T should be exceedingly glad if an association on the lines of 
yours could be organized for Great Britain. This will soon be 
possible. The need for it is very manifest.” 

Under date of Oxford, England, January 20, 1887, a well-known 
English economist wrote that a “little working society of men inter- 
ested in economics” had been created, and continued as follows: 
“And it has occurred to some of us who are acquainted with the 
existence of the American Economic Association, and who know 
such work as that appearing in the Political Science Quarterly and 
in the Science Economic Discussion, that it would be well if in 
some way we could join forces with the American Association. 
We feel that the American Association is doing most excellent work, 
for it is giving the results of German thought as seen by men who © 
understand the English orthodox teaching and English and Amer- 
ican circumstances . . . Perhaps you would do me the kindness 
to send the programme of the American Economic Association and 
any other information you may think useful; and at the same time 
say whether it would be possible to arrange some sort of affiliation 
or alliance.” Finally, however, the British Economic Association 
was formed, and such an alliance did not seem feasible. 

*The British Economic Association was founded November 20, 
1890. On October 24th of that year Professor Alfred Marshall 
sent out from Cambridge a call for a meeting and in the circular 
of invitation he said: 

“There are some who think that the general lines to be followed 
should be those of an English ‘learned’ society, while others would 
prefer those of the American Economic Association, which holds 
meetings only at rare intervals, and the membership of which does 
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secretary’s office shows our influence as a stimulus in the 
life of similar associations in Australia and Japan. 

One feature of our internal history was the Council, 
which kept in its hands the control of the Association, 
electing officers and conducting its affairs; only changes 
in the constitution being referred to the general body. 
Occasionally this was criticised as undemocratic and on 
its account one member resigned, but it seemed to be 
necessary at the first to prevent our organization from 
being captured by some economic sect or group of re- 
formers. Our aim was always to elect to the Council 
all economists who attended our meetings and showed a 
serious interest in our work, also business and profes- 
sional men in considerable numbers. The need of such 
precaution having passed, this arrangement has been 


dropped.?° 
Another interesting event in our internal history is the 


not profess to confer any sort of diploma.” Pub. of the Amer. 
Econ. Assn. Vol. VI, 166. 

Dr. Albert Shaw, who gave an account of the formation of the 
British Economic Association in a communication to the American 
Economic Association, adds the following to the foregoing quota- 
tion from Professor Marshall: 

“The meeting was as successful as its promoters could have 
wished. It was well attended, it was generous and tolerant in the 
tone of its discussions, and it brought together men of many differ- 
ent shades of opinion. To Americans it may justly be some ground 
of satisfaction that the new British Association ‘agreed unanimously 
to organize itself upon the model of its American contemporary.” 
Pub. of the Amer. Econ. Assn. Vol. VI, p. 166. 

* At a meeting of the Council in Chicago December 29, 1904, Dr. 
H. B. Gardner reported from the Executive Committee and Council 
that the Committee should take under advisement the amendment of 
the constitution in a manner involving the abolition of the Council. 
At the Baltimore meeting, December 28, 1905, such amendment was 
reported and adopted first by the Council and then by the general 
meeting of the Association on the same day. The Council then 
ceased to exist. 

At first the minutes of the Council meetings were sent only to 
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position taken towards endowments. The Council at 
our Detroit meeting rejected the virtual offer of an 
endowment, it being feared by some that an endowment 
might come from sources that would prove embarrassing 
and would hamper our free development. The feeling 
was even expressed that we should from year to year be 
dependent upon our friends. It is possibly of some sig- 
nificance that the movement for an endowment came 
first of all from one connected with a state university and 
that the opposition sprang almost altogether from men 
associated with privately endowed universities. May I 
venture to suggest the question, Have we not now 
reached a period in our life when we could make use of 
the funds which an endowment would furnish and do so 
without danger, conscious or unconscious, to our scien- 
tific integrity ? 

It would not be right to close this paper without par- 
ticular mention of our first president, Francis A. Walker, 
whom we delight to honor as one of our departed heroes. 
The men who established the Association felt at once and 
so surely that he was the natural president that no other 
name was even considered. He had occupied prom- 
inent positions in the country, and we looked upon him 
as a leader, who, as Bagehot said, had broken the crust 
and, far more than any other man, prepared the way for 
the development of future thought in economics in the 
United States. He was not selected because we neces- 
sarily agreed with his views, but because we looked upon 
him as a champion and emancipator.'! 
the Council members, but afterwards they were printed with the 
Proceedings of the Association. 

The Council had its purpose in the early days of the Association. 
Like some other features, it was abandoned when it had served 


its purpose. 
™ When I notified President Walker that he had been selected as 
President of our new Association, he wrote me a letter in which he 
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In 1892 the personnel of the Association was changed 
so far as the president and secretary were concerned, and 
the Statement of Principles was dropped. It had always 
been felt that the presidency should be an honor office 
and that our president should be changed frequently in 
order to enable us to give recognition to those who 
deserved recognition. Very reluctantly President Walker 
had retained the presidency for seven years because it was 
felt that in early days he could be of service in this office. 
In 1892 it was felt that the time for change had come. 
Moreover, it was felt that we should give recognition to 


gave expression to very warm feelings of gratitude on account of 
this recognition, and made it clear that his election had given him 
new hope’ and encouragement. 

He told at still greater length what this signified for him at a 
dinner given to the Council members by Professor Seligman in 
New York in 1886. At my request Professor Seligman has very 
kindly written out his interesting recollections as follows: 

“As to the remarks of President Walker at the dinner at my 
house, my recollection is pretty good. He stated that the formation 
of the Association was in his opinion an epoch-making event, and 
that before long the influence of the newer ideas in moulding 
American thought and statesmanship would be apparent. He de- 
sired, however, at that time especially to state how much the Asso- 
ciation meant to him personally. He described to us in eloquent 
terms the sense of isolation that he had felt, the difficulties with 
which he had to cope, and the sense of depression that often over- 
came him in making, single-handed, the fight for what he called 
‘the independence of economic thought.’ He referred to the scarce- 
ly veiled contempt on the part of the makers of public opinion of 
those days as especially galling; and he pointed out that their intol- 
erance was comparable to that of the mediaeval church. He felt 
that the combined influence of all these men was calculated to pre- 
vent any generous or independent thought on the part of younger 
men, and he welcomed the formation of the Association as making 
possible a combined protest against the older ideals, and putting 
an end once and for all to this policy of contemptuous silence or of 
scarcely less contemptuous allusion. He went om to speak very 
modestly about his own attainments and preparation. He said that 
many of the younger men then sitting round the table enjoyed the 
advantages which he had been denied; that in especial they were 
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Professor Dunbar of Harvard, whom we all admired and 
liked personally. He was then not in robust health and the 
feeling was expressed that we ought not to delay in giving 
him the recognition which we felt was his due. There was 
not the slightest opposition, so far as I can recall, to his 
election, certainly no opposition whatever from those 
who were regarded as the more progressive members of 
the Association. I had been secretary for seven years, 
had done a great deal of hard work, and felt that some- 
one else should then take the burden, and ventured to 
nominate Professor E. A. Ross, one of my former 
students, who seemed advantageously situated to care 
for the work of the secretaryship. 

As already explained, our Statement of Principles was 
dropped without opposition and by unanimous vote after 
three years, because it was felt that it had accomplished 
its purpose. We differed among ourselves: in some 


thoroughly acquainted with the most recent advances of scholarship 
on the European continent, whereas he had to work out his way 
laboriously on the foundation of English economics. He predicted 
hence, that there would be a great renaissance of economic study in 
the United States, and he was proud to have been selected as the 
standerd-bearer in this movement. 

“This modesty on the part of Walker displayed itself on many 
occasions. I remember particularly the letter he sent me after the 
reading of my papers on ‘Progressive Taxation’ and on “The Shift- 
ing and Incidence of Taxation’, which were afterwards published 
by the Association. He stated that one of his fondly cherished 
hopes had always been to write a treatise on taxation from a point 
of view quite different from that to be found in English works. 
‘But,’ he added, ‘you are so very much better prepared for the task 
than I am, that I am only too glad to relinquish my plan in your 
favor.’ I tried to urge him to reconsider his decision, and, as you 
may remember, I got him to write that very remarkable article on 
the Faculty Tax which appeared in the Political Science Quarterly 
in the early ’90’s; but on the main proposition he remained inflexible, 
and, on the contrary, encouraged me to go on. The same modesty 
and readiness to help others was, in my opinion, one of the chief 
characteristics of President Walker.” 
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quarters, for example, a strong advocacy of deduction 
was found. One correspondent writes as follows: “In 
apparent opposition to this statement of diversity of be- 
lief, but yet in perfect harmony with it, is the fact that 
we all wanted a program of some sort so as to express 
more sharply our differences from the dominant school 
that we were opposed to and meant to fight to the last 
ditch. We knew we had a struggle before us, and we 
wanted no doubt as to our unity and who our enemies 
were. All this is perfectly true, and yet only a few years 
later when the victory was won, we no longer wanted a 
partisan attitude but one of scientific impartiality.” 

In recent years the history of the American Economic 
Association is largely the history of economic thought 
in the United States; and may this ever continue to be 
the case. Doubtless some of us who founded the Asso- 
ciation in 1885 do not know nearly so much at fifty and 
fifty-five as we did at twenty-five and thirty. But young © 
men have come forward and are still coming forward 
to instruct us. Let the young be tolerant—let them try 
to respect the fathers—“the old duffers’”—remembering 
that even the youngest make mistakes and have still 
something to learn. Let the older men try to keep their 
eyes ever turned to the rising sun—the sun of science is 
ever dawning—and keep in close touch with those who 
come with morning faces bringing messages of hope and 
inspiration. We are catholic enough now for all honest 
scientific work and every different scientific method and 
viewpoint. We of fifty and fifty-five have learned to 
respect the work of the still older generation and none 
rejoice more heartily than we in the strength of the vener- 
able fathers and in the honor that comes to them. May 
our scientific life be rich and diverse; may new points of 
difference arise to stimulate thought; but may we be 
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united in favor of the good, and ever cherish the broadest 

catholicity. 

STATISTICS OF ANNUAL MEETINGS. 
a 
Date @ e 
yh 4 = g 
Meeting Place = Main Subjects Discussed 

I lines 8-9, 1885 (Saratoga, N. Y. Organization. 

2 |May 21-25, 1887 | Boston & Cambridge} 300 |The Railway Question. 

3 |Dec. 27-29, 1888) Philadelphia, Pa. 500 |The Wages quate ; Road Legislation; 
Economic Theory ; Statistics. 

4 |Dec. 26-30, 1890) Washington, D.C. | 635 |Forestry ; Railroad Rates; Social Eco- 
nomic Problems. 

5 |Aug. 24-26, 1892/Chautauqua, N. Y. 732 |Taxation and Public Ownership; The 
Farmers’ Movement ; Statistical Inves- 
tigations. 

6 Sept. 12, 1893 | Chicago, IIl. 78: |Money ; Distribution. 

7 |Dec. 27-29, 1894) New York 661 |Labor Problems ; Economic Theory. 

8 |Dec. 27-31, 1895|Indianapolis, Ind. 652 | Theory of Economic Progress ; Currency 
Problems. 

9 |Dec. 28-31, 1896| Baltimore, Md. 665 |Economics and Jurisprudence ; Agricul- 
tural Questions ; Census Matters. 

10 [Dec. 29-31, 1897|Cleveland, Ohio 668 |Labor Bureau Investigations ; Taxation ; 
Reform of the Currency. 

11 |Dec. 27-29, 1898; New Haven, Conn. | 685 |American Economic History; Banking 
and Currency ; Wages and Interest ; 
Labor Problems. 

12 |Dec. 27-29, 1899|Ithaca, N. Y. 745 |Trusts; Railroad Problems; Specula- 
tion; Public Finance; Consumers’ 

¢; Twelfth Census. 

13 |Dec. 27-29, 1900/ Detroit and Ann 802 |Commercial Education ; Economic The- 

Arbor, Mich. ory ; Taxation of Quasi-public 
ations; Competition ; Municipal Ac- 
counts. 

14 |Dec, 27-29, 1901/Washington, D.C. | gso |International Trade; Industrial Policy ; 
Public Finance ; Negro Problem ; 
bitration of Labor Disputes ; Economic 
History. 

15 |Dec. 26-29, 1902|Philadelphia, Pa. totrzr |Trade Unions; Railway Regulations ; 
Theory of Wages ; Theory of Rent; 
Oriental Currency Problem; Economics 
and Social Progress. 

16 |Dec. 29-31, 1903;New Orleans, La. 994 |Southern Agricultural and Industrial 
Problems ; ial Aspects of Economic 
Law ; Relations between Rent and In- 
terest; Manacement of the Surplus 
Reserve; State Taxation of Interstate 
Commerce ; Trusts; Theory of Social 
Causation. 
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x 
Date ef s ; 
Annual ~ 
Meeting Place = Main Subjects Discussed 
17}|Dec. 28-30, 1904\Chicago, IIl. 1027 | Theory of Money; Open or Closed Shop; 
: . Regulation of Railway Rates ; Taxa- 
tion of Railways; Preferential Tariffs 
and Reciprocity ; Economic History of 
the United States. 
18 |Dec. 27-49, 1905 Baltimore, Md. 1032 |Theory of Distribution; Government 


Regulation of Railway Rates ; Munici- 
pal nership ; Labor Disputes ; The 
conomic Future of the Negro. 


19 |Dec. 26-28, 1906/Providence, R. I. rogo |Wages as Determined by Arbitration ; 

estern Civilization and Birth Rate; 
Economic History ; Government Regu- 
lation of Insurance ; Trusts and Tariff; 
Child Labor. 


a0 |Dec. 28-31, 1907|Madison, Wis. 1002 |Economic Th ; Labor Legislation ; 
Relation of the Federal Treasury to the 
Money Market; Public Service Com- 
missions. 


at |Dec. 28-30, 1908/Atlantic City, N. J.| 1030 |Making of Economic Literature ; Collec- 
tive gaining; bene pa Labor 
Legislation ; mployers’ iability ; 
Canadian Industrial Digute Act; 
Modern Industry and the Family Life ; 
Agricultural E ics; porta: 
tion; Tariff Revision; Money and 
Banking. 





22 |Dec. 27-30, 1909; New York, N. Y. 60 |The Theory of Wages; Problems of 
as Bs Country Life ; Valuation of Public Ser 
vice Corporations ; Trusts; Taxation. 























PRESIDENT Dewey: Members, we have heard this 
historical account which has to do with the past. Some 
of it may seem like a dream to the younger members; 
part of it seems very far away to those of us who passed 
through it. Our Association has gone far, although it 
treasures in its memories the various stages we have 
passed through. The remaining addresses of the evening 
have to do with the work of the Association, with an eye 
toward the future rather than to the past. 

If there is any one part in the educational machinery of 
the present time that scientists most dislike, and would 
like to get rid of, that is the presidency of our colleges. 
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The college presidency is robbing science of some of 
its ablest men, and one of the greatest sacrifices, we be- 
lieve, which the subject of political economy has rendered 
is its gift to Yale University. We hope that President 
Hadley has not abandoned the work which he has former- 
ly done in economics; that sometime he may be tired of 
the duties now imposed upon him, although we recognize 
their worth, but we also recognize that he can still be far 
more useful to our science with its great future. 

I take great pleasure in introducing President Hadley 
of Yale University. 


ArtHuR T. Haptey: Mr. President, Ladies and 
Gentlemen: My paper, I feel, deals with the past rather 
than the future. I am one of the “old duffers” to which 
the last paper referred; and when it was first suggested 
that I should speak tonight at the meeting of the Ameri- 
can Economic Association, it was naturally of retro- 
spect rather than prophecy of the future that I thought: 
although I am still not without the hope that when I have 
finished my work as a college president, I may as a yet 
older “duffer”’ still be able to do some work in the field 
of economics. 

But, this is a time for retrospects. At least, I was 
so informed by the committee of arrangements; and, 
if my speech appears to have too much of personal remi- 
niscence or too little of the seriousness which befits an 
anniversary like this, I beg that you will put due share 
of blame on the committee. 

As my mind travels back twenty-five or thirty years, 
I see our officers and ex-officers in scenes very different 
from those of today. Dr. Ely was trying, with indiffer- 
ent success, to get the Johns Hopkins authorities to take 
a proper view of the importance of political economy. 
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Giddings was spending his days and nights in the office 
of the Springfield Union. Why he did not grow thin 
under the strain, or why his smile did not come off in 
adversity any more than it does in prosperity, was a 
perpetual marvel to us all. Seligman and Clark were 
the plutocrats. They were real, full fledged professors. 
When Clark wrote a book on “The Philosophy of 
Wealth”, it seemed to those of us who were struggling 
with poverty in the various departments of journalism 
and politics and unrecognized teaching activity singular- 
ly appropriate that he should philosophize on a thing 
of which he had so much and the rest of us so little. 
An economist who was in receipt of a fixed salary, to 
last during good behavior, could hardly be expected to 
do anything else but philosophize on wealth. Nor is it 
the economists alone whose presence I remember at our 
meetings, whether regular or casual. We fraternized 
with historians, and even with educators. Ours was not 
an exclusive society. In the language of a club to which 
I then belonged, we demanded only high intellectual 
attainments, fair moral character, a philosopher’s diges- 
tion, and. financial responsibility up to the sum of one 
dollar. 

We were just beginning to revolt from what was known 
in those days as economic orthodoxy. John Stuart Mill 
had stated so positively that the English economists of 
the first half of the nineteenth century had left nothing 
of importance to find out about political economy that 
people supposed that what he said must be true. “I am 
the greatest violin player in the world,” said an appli- 
cant for a position as first violin, to the manager of one 
of our leading orchestras. “That is interesting, indeed,” 
said the manager; “how do you prove it?” “Prove it! 
Why, I don’t need to prove it, I admit it,” said the vio- 
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lin player. That was the attitude of the orthodox econ- 
omist fifty years ago. You deviated from traditional 
views at your soul’s peril. Bagehot doubted whether 
competition always worked perfectly. A few years of 
purgatory might be enough for him. Walker disbelieved 
in the wage fund theory. He might possibly hope to 
get to heaven if he spent several thousand aeons in all the 
laborious circles provided by Dante. But as for those 
nameless inconoclasts who presumed to advocate govern- 
mental interference with industry, hell had no depths 
sufficiently deep in which to bury their eternal infamy. 

We have indeed seen changes. The old economic 
orthodoxy is gone—too much gone, some of us think, 
who, after helping to break down the fences, are a little 
astonished at the havoc made by the cattle that have 
come in through the openings. Gone, too, is the philoso- 
phy on which orthodox economics was based, the general 
view of life of which the older political economy was a 
manifestation. 

The change which we see in economic doctrine is not 
in its essence a change in methods of reasoning. It is 
not, primarily at least, the result of discovering specific 
errors in the deductions of the older economists. Some 
such errors there doubtless were; and the discovery of 
these has helped to accelerate the change. But on the 
whole—let this be borne in mind for the good of our 
souls—the English economists of two generations ago 
reasoned rather more correctly and a good deal more 
vigorously than the economists of any country at the 
present day. The fundamental thing which has altered, 
is the world’s mental attitude. Until a comparatively re- 
cent time, economists, in common with all other men, 
wanted to reduce everything to a few general principles, 
People based their ethics on Bentham’s formulas regard- 
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ing happiness. They based their psychology on Spen- 
cer’s formulas regarding progress. They based their eco- 
nomics on Ricardo’s formulas regarding freedom. But 
the twentieth century is inclined to reject this way of 
doing things. It prefers to judge events of every kind, 
not by their conformity to some philosophical formula, 
but by their practical effect in preserving the life of some- 
body or something. Has a code of morals kept the race 
that held it alive while others perished? If so it is good. 
Has a law or an institution advanced the nation that pos- 
sessed it in the struggle for existence with other nations? 
If so it is justifying itself. But what if it interferes with 
happiness? What if it violates our traditional conception 
of morality? The tendency today—I do not know that 
I should call it more than a tendency—is to say that this 
proves our traditional conceptions of morality to be im- 
perfect and our traditional ideas of happiness to be out- 
worn. 

The present generation for the first time has wrought 
the consequences of Darwinism into its philosophic think- 
ing. Darwin said, biological and social types are the 
result of survival of the fittest. His successors took the 
next step, and said, the fittest types are those which prove 
their right to the term by survival. It was vain to resist 
this change. Mill and his friends might say, the fittest 
types are those which make for happiness, as I was taught 
in my childhood. Spencer might say, the fittest types are 
these which are the most highly organized, as I am teach- 
ing the world in my riper years. But the world has in- 
sisted on following Darwin; and present day economics 
is one of the results. 

How large a part the Economic Association has had 
in producing these results it is hard to tell. If we at- 
tempt to measure the specific work which we have done, 
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we cannot without undue egotism claim to have changed 
the course of the world’s history. But if we consider 
the indefinable influence and intangible effects of this or- 
ganization, I feel sure that they have been very great. 
This, I think, has been its chief service. Before our or- 
ganization the men who are working on modern lines 
were isolated. Take the case of the leader to whom we 
all looked with unequalled confidence and affection — 
General Francis A. Walker. What this Association 
meant to him, both as a matter of personal enjoyment and 
economic productivity, no one can begin to estimate. Be- 
fore its foundation he felt himself alone. After it was 
founded he stood among friends. Instead of finding 
himself more isolated in the face of hostile criticism, he 
had a forum for the sympathetic discussion of views, 
where the things that he said helped a hundred others 
and where he, in turn, was helped by what others said 
and did. What was true in the case of Walker was true 
in the case of many others. The increased influence of 
economists and statisticians in the public life of today, 
is in large measure due to the influence, direct and in- 
direct, of this organization. Non multa sed multum. It 
is not the number of members which we have secured, 
nor the number of books and pamphlets which we have 
published, but the aggregate change in the attitude of the 
American people toward expert knowledge of economic 
affairs which this Association can claim as its great and 
significant achievement. 


PRESIDENT Dewey: Every family has an adventure- 
some spirit who goes out into the world and conquers 
difficulties and achieves success, but only rarely comes 
back under the roof-tree. When he comes, he brings a 
message of interest. Professor Laughlin we have not 
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too often with us, not as often as we should have liked 
to have him, or as often as we should have warmly wel- 
comed him. We are glad that he is with us tonight 
and will next address us in regard to our work. 
Professor J. Laurence Laughlin, of the University of 
Chicago. 


J. Laurence LauGHuin: Mr. Chairman, Ladies and 
Gentlemen: I assume I have been called upon as one of 
the “old duffers” who are represented as giving the teach- 
ing in the archaic age which you have heard so well 
described in the history of the American Economic Asso- 
ciation by Dr. Ely. 

I have today listened to an address by a president of 
one of the Associations who was my pupil; and another 
pupil of mine has been in the presidential chair of the 
United States and finished his term; and I might pos- 
sibly go on, were it not that no professor should be held 
responsible for all the doings of all his pupils. 

I assure you, Mr. Chairman and members of the Econ- 
omic Association, that it is a great pleasure to me to be 
here tonight and to look back upon the many things that 
have happened in the development of economics during 
the life of this Association, and much within my own 
time. Especially is it a pleasure to be here and to realize 
what has been expressed this evening of the catholicity 
and openness to free discussion now assured to us in this 
Association, and throughout the country. 

A young and lusty organization like this ought to have 
the freedom and range of a vigorous youth just entering 
on its period of achievement. Within my own short span 
I have observed its twenty-five years of youth, as well as 
the term of its predecessor, the Political Economy Club, 
which was organized at my initiative in 1883, founded 
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on the model of its English progenitor, and which 
had an interesting career as a dining club of economists 
within a limited territory on the Atlantic from Boston 
to Washington. Although in organization suited to a 
compact society like that of England or France, the Poli- 
tical Economy Club—even though it included men like 
Hugh McCulloch, David A. Wells, Horace White, Simon 
Newcomb, Francis A. Walker, Charles F. Dunbar, 
Charles F. Adams, and William G. Sumner—was not 
comprehensive enough for a country with an area as 
wide and with economic interests as diversified as those 
of the United States. The mere material growth of our 
country demanded a broad and catholic consideration of 
our miraculous progress in wealth, quite apart from the 
more important fact that after our Civil War an intellec- 
tual ferment began to work in economic thinking which 
has distinguished our country beyond all others; so that 
today the serious and eager attention given to economic 
studies in America, both in Academic and political life, 
is a phenomenon which excites the liveliest attention 
among economic students in Europe. Therefore, the 
variety of interests, the number of our problems, and the 
significant awakening in economic thinking are in them- 
selves sufficient reasons for the existence of a country- 
wide organization of American economists. 

The breadth of our economic development has left 
its mark on the constitution and activities of this Ameri- 
can Economic Association. The narrow and special tenets 
contained in its initial constitution inevitably gave way 
to a more liberal charter; and this widening of its point 
of view in economics, is of that character out of which 
only true progress in intellectual achievement is possible. 
It is not out of agreements, but out of differences that 
we receive the greatest gain; and the very diversity 
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of region, institution, and environment represented in our 
membership is the best promise of its usefulness now 
and in the future. <A policy based on points of view repre- 
senting widely different interests is much more likely to 
be sane than one which might interpret the views of some 
limited region of our great country. 

In a comparison of ideas coming from diverse 
sources and from varying kinds of training, there comes 
into operation a possible reversal of Gresham’s law. In 
the intellectual free coinage of thinking, it is the better 
coin which drives out the poorer. In the exchange of 
ideas, where there is no fear or favor, it is the best which 
sets the standard. Here we have the true justification of 
an association like this in which all are equals, and in 
which no one asks for his views more than the currency 
given them by their content and incontrovertible value. 
Discussion is welcomed—full, frank, and free discussion. 
When men are isolated, or when forced to work out 
their results without attrition on the minds of others, it 
is the poorer intellectual coin which is likely to circulate. 
Without contact with the better standards, the poorer 
remains in circulation in the undisturbed haunts of local 
provincialism. It is in an association like this, where any 
man can test his thinking against that of any other, that 
the survival of the best is inevitable. 

The unquestioned service which the American Econo- 
mic Association renders to us all is to provide us with a 
testing ground for all our inventions; to find out what 
is weak and what is strong in our performances. What 
gives us confidence is the belief that the decisions are 
given without collusion or favor ; that we are all standing 
on a level, and all have an equal chance. If the belief 
ever became fixed that the dice were loaded, that manipu- 
lation by a political machine were regulating the affairs 
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of an association like this, its usefulness would be at once 
seriously impaired. It is the vigor of its youth, the 
breadth of its thinking, the fairness of its discussions, 
the high quality of its leadership, which means everything 
for our future. 

It is of especial advantage that the smaller colleges all 
over the land should be represented in our organization. 
They come close to the heart of the communities, the 
real basic elements of our economic life, on which, in any 
final analysis, our future as an economic power really 
depends. The larger institutions may set the standard 
and excite to research, but the economists in the smaller 
colleges must always remain the active purveyors of gen- 
eral instruction to the body of the people. At any one 
moment, it is not what the few investigators think, but 
what the great class of college instructors, together with 
our journalists, think and teach, which determines what 
the public shall believe, and thereby what our state and 
national legislation shall be. These laborers working in 
the vineyards even at high noon, overburdened and 
underpaid, are worthy of their hire and of our unstinted 
admiration. 

Perhaps we have not had, as an association, as great 
and direct an influence as we should have upon the nation- 
al economic policy. It is a question whether our lives 
and our thinking have not been too much detached from 
the concrete problems of the business world, thereby re- 
sulting in an unnecessary limitation of our influence. 
But, more likely, something of the disregard and conde- 
scension with which we are looked upon by the world of 
business is to be attributed to our own fondness for meta- 
physical subtleties. It is a curious fact, however, that 
in Germany, the most theoretical country in the world, the 
economic teaching is excessively practical, while in the 
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United States, the most practical country in the world, 
the economic teaching is excessively theoretical. Is it 
not possible that there is with us a maladjustment of our 
intellectual powers to our economic opportunities? This 
suggestion is not to be taken to mean that a body of 
economic principles is of second importance; on the con- 
trary it is of the first importance. Paradoxical as it may 
sound, our ends, no matter how practical, must be solved 
by means which are theoretical. But that which is theo- 
retical is not necesssarily obscure ; and, if we are to obtain 
and hold the leadership in economic instruction, especially 
among business men, we must learn the trick of clear 
and direct exposition. Sooner or later, the incomprehen- 
sible metaphysical nomenclature must come to be regarded 
as a kind of intellectual, cypher, to be read only by the 
experts, but to be always translated for the general stu- 
dent into the English of ordinary communication. 

The time has gone by when competence in economics 
can be regarded as the monopoly of any few economists, 
however seasoned by authority, age, or experience. Too 
many trained, strong minds are now eagerly engaged in 
the economic field to warrent any complacency by a few. 
Moreover, it is not merely the constitution of England 
that is “in the melting pot”; the whole economic future 
of our country is also now “in the melting pot.” The 
tariff, our monetary and banking system, business organi- 
zation, the position of the workingmen, have been thrown 
into the crucible, and are to be refashioned. Here are 
titanic questions. Are we of the stuff to meet these tasks? 
No longer can our civilization, our productive power, our 
leadership be said to be confined to the narrow strip on the 
Atlantic seaboard. Vigor of economic thinking is to be 
looked for in the newer West quite as much as in the older 
East. The smaller institutions of the West and the South 
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must be reckoned with more in the future than in the 
past in the work, and guidance, of this Association. More 
and more we must lean upon them for the moulding of a 
sound public opinion in economics. To meet the great 
tasks laid upon us in forming our national economic pol-. 
icies, this Association must know and share the life of the 
whole—not a part—of our wide civilization. 


PrEsIDENT Dewey: During the past twenty-five years, 
those of us who have visited London found a friend 
who generously helped us in our professional errands of 
investigation; and by his books he has stimulated us 
through the treatment of his subject in a deep and pro- 
found spirit. Now, this friend for whom so many of us 
have a warm, personal affection, has, for a short time, 
transferred his residence to this continent. We wish he 
were nearer than Ottawa, but we are glad that we have 
been able to persuade him to be present with us. I have 
great pleasure in introducing Mr. James Bonar, Deputy 
Master of the Canadian Branch of the Royal Mint. 


James Bonar: Mr. President, Ladies and Gentlemen: 
Your kind hospitality has made this an international 
gathering, as I see representatives not only from all parts 
of the New World, but all parts of the civilized world. 
I cannot pose, myself, as a representative of England, 
as I have been two and a half years away from it, nor 
could I represent England here tonight, as England has 
a more distinguished representative in the person of Mr. 
Higgs. I could not represent Canada, as I have been 
there only two and a half years. I stand here as an in- 
dividual who has received much help and friendship 
from the members of this Association during its period 
of life, from the beginning onward. And I am glad of 
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the opportunity of expressing my gratitude; even if I 
said nothing more and sat down, I should still feel I had 
relieved my mind by expressing my gratitude to you all. 

I think it is one of the great functions of such an 
association to form such friendships, for I consider where 
mutual help is followed by friendship it is much more 
effective and lasting. 

One collateral effect of that in the case of this Asso- 
ciation, and also in the colonies generally, is that it miti- 
gates the rancor of debate—I was about to say the fero- 
city of debate—but the discussion here never rises to any 
such stage, as economists are philosophers. When they 
quarrel, they quarrel as men do who know they are one 
day to be reconciled. 

Our friends the philosophers will say, “It is all very 
well for you to be moderate and temperate in debate, 
you never get below the surface.” Well, there is a little 
truth in that. We do not try to get down so deep as 
they do, but some of our problems affecting the daily 
bread of millions are tolerably vital. But the real rea- 
son was mentioned by Professors Hadley and Laughlin 
as absolutely vital to us. We can think over an idea in 
our studies, and, having thought it out, we must discuss 
it; and that necessity for discussion and testing is laid 
upon the economists more than upon any other student 
of human nature. And since we feel every day the pres- 
sure of criticism and discussion as we feel the conditions 
which we are discussing, criticism and discussion do not 
irritate us; and so we do not use such intemperate lan- 
guage as other men. 

This discipline of thought followed by discussion, to 
which you have been inducing such large numbers of 
young persons of both sexes in this country to submit, 
is a very unique phenomenon; and that phenomenon of 
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a vast number of young men engaged in studying poli- 
tical economy is one of the wonders of the New World to 
anyone coming from the Old World. 

I think nothing so strikes the economist from the 
Old Country when he comes to America as finding such 
large numbers of professors who are ready to teach, and 
so many students who are eager to learn. We find no 
such numbers in England or in Canada. It is one of the 
phenomena of the New World. This phenomenon is of 
vast importance for the welfare of the country, not only 
morally, but intellectually and politically, for as said by 
others of my friends, the philosophers, ““We may doubt 
whether it is wise to have a philosopher for a king,” but 
no one in this room but believes that it would be a boon 
to have an economist for a king. When you see that 
vision fulfilled fifty years from now, then I know it will 
be at once a cause and an effect of the prosperity of this 
Association. 

Before I sit down, I should like again to congratulate 
the Association on its longevity. My friend, President 
Dewey, wanted no one to get up on this platform who was 
not willing to praise the Association; and I should like 
to give my humble congratulation to the Association on 
this anniversary of its longevity. 

When you have so many youth preparing to take up 
the torch of knowledge and liberty, you may be sure that, 
whatever happens to this country in the future, this body 
of young men will also, as far as in them lies, bear a 
message of peace and good will, rather than the con- 
trary. I do not think I can add anything to what I have 
said further than to reiterate my appreciation of your 
kindness and hcspitality. I wish I had the eloquence of 
Gladstone or Cicero to express my views. To the individ- 
ual members of the Association, particularly the older 
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ones whom I have known, I wish to express my apprecia- 
tion, but also to all of the members of the Association, 
as a humble unit benefited in many ways by the Ameri- 
can Economic Association. To the President I express 
my gratitude, as well as to you all, for allowing me to take 
part in celebrating with you this occasion. 

PRESIDENT DEWEY: We expected President James, of 
the University of Illinois, who had so much to do with the 
founding of this Association, to be present with us to- 
night. Unfortunately, he is ill, but he has kindly com- 
missioned his son, who comes from the University of 
Illinois, to bring a written message. Mr. Herman James 
will therefore read a brief message from his father, one 
of the founders of our Association. 


Epmunp J. James: I cannot undertake to speak de- 
finitely as to the men who may have first suggested the 
organization of the American Economic Association. I 
can only give an account of my own connection with this 
movement, and whether it will appear to have been earlier 
or later than that of somebody else will be evident from 
the accounts which other men may give of their own ex- 
perience and their own work. 

I believe that I was one of the first of the Americans 
of my generation to go to Germany for the purpose of 
studying economics and politics. With Professor Joseph 
French Johnson, now Dean of the New York University 
School of Commerce and Accounts, I landed in Germany 
the first of August, 1875; and we two entered the Uni- 
versity of Halle on the 15th of October following. A 
few months after, Dr. Simon N. Patten of the University 
of Pennsylvania, turned up at the same institution, and 
a year or two later Dr. Richard T. Ely, Professor of 
Economics in the University of Wisconsin. About the 
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same time other men went to other institutions, and the 
middle of the 70’s, therefore, may be properly character- 
ized as the time when Americans began to resort to Ger- 
many for the study of these problems. 

The Verein fiir Sozialpolitik had just gotten fairly to 
work, having been organized in October, 1872. Dr. 
Johannes Conrad, Professor of Political Economy in the 
University of Halle, called the attention of his students 
to this organization and its work in one of his lectures, 
dwelling upon the causes which had led to the establish- 
ment of this organization in order to find a voice for 
new sentiments and new developments. It represented 
a protest against the extreme tendencies of the so-called 
orthodox school and Manchesterthum as represented by 
the Volkswirthschaftlicher Kongress. 

I remember very distinctly Conrad’s speaking to us 
Americans who were in his seminary one evening, urging 
us to organize a similar association in the United States 
upon our return, emphasizing the fact that times were 
changing. The old order was passing away, and if 
economic students were to have any influence whatever 
upon the course of practical politics, it would be necessary 
to take a new attitude toward the whole subject of social 
legislation, and if the United States were to have 
any particular influence in the great social legislation 
and the great readjustment of society on its legal side 
which seemed to be coming, an association of this sort 
would have very real value. I decided then that, as soon 
as I could, I would begin the agitation for such an asso- 
ciation. 

For the first five or six years after my return to the 
United States, I was engaged in secondary school work 
and could give to the further development of my eco- 
nomic studies only a very small portion of my time. 
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Finally, in 1883, I broke away from secondary school 
work and spent some months in Europe, again preparing 
to take up college work. In February, 1883, I made a 
visit to several of our leading American institutions. I 
remember very well on this occasion having held interest- 
ing and, to me, very profitable conferences with Henry 
Carter Adams of Michigan, Arthur Latham Perry of 
Williams, Dunbar and Laughlin of Harvard, John B. 
Clark of Smith, Sumner and Farnam of Yale, Francis A. 
Walker of the Massachusetts Institute of Technology, 
Smith and Seligman of Columbia, Richard T. Ely of 
Johns Hopkins, and Robert Ellis Thompson and Albert 
S. Bolles, Jr., of Philadelphia; and with all of them I 
raised the question whether the time had not come for the 
organization of an economic association of the sort sug- 
gested above 

I found a general agreement that possibly such an 
association might do usefui work, but in some cases 
also the view that the American Social Science Associa- 
tion practically performed the only available function 
of such an organization. 

Upon my return from Europe in the autumn of 1883 
I entered the University of Pennsylvania, and here I 
took up again at various times the agitation in favor of 
a new organization which should have quite a different 
attitude toward our economic problems from that which 
was characteristic even of the Social Science Association, 
broad and liberal as that was. 

My own feeling then—and I may say it has not altered 
since—was very strongly in favor of an organization 
with a definite program and platform,—that is to say, 
as definite a program as the Verein fiir Sozialpolitik had; 
a declaration, if you please, that the time had come for a 
new attitude and a new outlook and the elaboration of 











110 American Economic Association 


a program, if possible, upon which those economists who 
were willing to join in such an association could agree. 

I am free to say that I found but little sympathy for 
this particular proposition, and, when it was evident that 
I could not secure the codperation of any large number 
of men upon the basis which I proposed, I was quite 
willing to do the next best thing, and join in with other 
men and do what I could toward making an organization 
of the economists upon another basis, believing that in 
the long run time and tide and circumstance would be 
on my side and in favor of my views. 

While we were thus discussing among ourselves on 
many occasions and with many different men this project 
of an economic association, I worked out in some de- 
tail with Dr. Patten a scheme for such a society as I had 
in mind. The program was elaborated during the winter 
of ’84 and ’85, and sent around to a good many friends 
as a suggested basis for action. Dr. Ely has given in 
his address this evening the project submitted at that 
time. 

From that time on I did what I could to assist in the 
organization of an association which subsequently be- 
came the American Economic Association. I had the 
honor of being the chairman of the committee which 
drafted the constitution, was present at the first meeting, 
and did what I could for the first seven or eight years to 
give the organization an impetus. I was elected second 
vice-president for the first year, and made chairman of 
the Standing Committee on Transportation. 

I believe that the Association has done good work. It 
was of special value to me as a means of getting ac- 
quainted with my colleagues, of presenting to them for 
discussion and criticism my ideas upon various subjects 
which were considered. It was a means of magnifying, 
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so to speak, the calling of the academic economist and 
securing for his position a place of respect in the public 
mind at large. 

I should not feel that I were doing full justice to the 
facts in the case if I did not emphasize, what I have taken 
opportunity to say on many different occasions, that the 
Economic Association and the economists of the country 
owe a great debt to Richard T. Ely, the first secretary 
of this Association, for his untiring industry and devo- 
tion, as secretary to the society. He was the efficient, 
administrative officer of the organization and laid us all 
under a debt of obligation. Without him I do not believe 
that the Association would have been formed at that time 
, or succeeded so well. 


PRESIDENT DEWEY: That concludes the addresses of 
the evening. The next thing in order is the business 
meeting of our Association. 




















THE PHENOMENA OF ECONOMIC DYNAMICS 


ABSTRACT OF PAPER BY M. PANTALEONI. 


The object of this essay is to examine the causes of 
four types of economic change. The first consists in 
variations of the extension of the zone of economic ac- 
tivity ; the second in variations in the apportionment of 
the total expenditures of productive enterprises as between 
general outlays and specific ones; the third consists in 
variations in the structure of the population; and the 
fourth in variations in those descending curves which 
represent gradations of costs of different increments of 
products. 

The first part of this study may be passed over rapidly 
by those already acquainted with the theory of economic 
equilibrium. It serves to distinguish the kind of dynamics 
with which economists for the most part have busied 
themselves from the kind which I present here. The 
second part of my paper deals with this second class of 
phenomena. The ruling idea in economic studies follow- 
ing those of Adam Smith was wealth. Later it became 
the idea of value and is so still in the case of many 
writers. The science has contained in a sporadic shape 
much material for a science of economic equilibrium, 
such as has been suggested by Pareto in a work which 
makes only a beginning of a study of Economic Dynam- 
ics. 

Every static equilibrium represents a point in a dy- 
namic development and a static theory is naturally merged 
in a later theory of Economic Dynamics which is not yet 
realized, owing to the lack of facts and the intricacy of 
those we have. It is here proposed to call attention to 
three further forms of dynamic phenomena. Two of 
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these are of such a kind that after they appear and dis- 
turb a static adjustment the equilibrium restores itself 
or a new one is created; while after a disturbance of the 
third kind the equilibrium does not return. Agitation 
may continue through a period too long to fall within 
our purview, or long enough to allow a non-economic 
system to substitute itself for the present economic one. 


The dynamic influences that we study then are of two )~ 


sorts: first, those which lead to an equilibrium, and, sec 
ondly, those which do not lead to one which can be forey 
seen. Most of the studies which make the distinction 
between statics and dynamics confine themselves to those 
of the first kind. 

In describing dynamic phenomena comparisons are 
used which were formerly taken from mechanics, but now 
more usually from biology. Economic agents are thought 
of either as molecules subjected to equal pressure in all 
directions, or, on the other hand, as parts of a living 
body subjected to equal stimuli, which are mutually coun- 
teracting. There is little use in disputing as to which 
method is better, since the useful thing is to apply a 
method rather than to argue about it. \ 

We may first examine a static equilibrium, and then \ 
consider the antecedent movements which have brought 
it about or those which, when it is disturbed, will either 
reéstablish or create a new equilibrium. In the latter 
case the study is one of Economic Dynamics, which may 
be defined as a study of movements of disequilibrium, 
which lead to positions of equilibrium. 

When an individual spends his income so as to bring 
into a proportion the marginal utility of different articles 
within his purchasing power, the equilibrium exists and 
is rightly called static, because it will continue indefinitely 
and return if disturbed. Until this condition is reached, 
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modifications in his demand or in his supply are likely 
to take place, and the quantity of the goods coming within 
his reach will change and these changes affect both the 
man himself and the persons he deals with, involving both 
the quantity of goods available and the incomes of differ- 
ent producers. The state of equilibrium yields the maxi- 
mum of satisfaction relatively to the initial position and to 
the changes which this allows. The application of any 
raw material to new uses brings about such a change, 
which is a dynamic phenomenon. During the period of 
disturbances each sale made in the open market helps to 
bring about a new equilibrium. 

Alteration of the condition of exchange is also a dy- 
namic influence, and increased accumulation of capital 
by saving tends toward equilibrium between the utility 
of consumers’ goods and that of instruments. Free com- 
petition is here a recognized force, and other forces may 
not help to create an equilibrium. The question arises 
whether when disturbances take place the forces at work 
lead not to the previous status but to a new one. Is 
this a dynamic effect? Is the new equilibrium static? 
If the new one is not identical with the preceding one 
but results from the same fundamental causes, we may 
regard it as static.? 

Wherever two kinds of goods can be substitutes for 
each other and are therefore competitors of each other 
in particular uses, there is an opportunity for a static 
equilibrium and for a disturbance of it. This happens 


* The essay here cites Clark’s theory, which starts with a study 
of equilibrium and then examines the disturbances which tend to 
bring about a new equilibrium, and compares the new equilibrium 
with the preceding, in order to identify and measure the forces of 
change. It refers to Pareto’s system already mentioned and to 
Keyne’s study of the value of gold and Ricardo’s depreciation of 
bank notes as specific illustrations of a similar method of study. 

















Be 





bars tod ted. 

















The Phenomena of Economic Dynamics 115 


when wool competes with cotton, gas with electric light, 
iron with wood, etc. When prices stand at a given level, 


‘there is a definite use of each one of these articles; but 


if the demand for any one be changed while the supply 
remains the same, or vice versa, the disturbance takes 
place. 


There is a second class of factors which alter the 
economic structure and do not lead to restored equi- 
librium. Four cases of such action are here noticed. 

First case:—In every society purely economic motives 
have an extending or contracting radius of activity; in 
other words, the zones of economic action grow larger 
or smaller. In that case purely economic doctrines have 
a varying sized world to apply to. As Pareto says, 
“‘Man’s actual conduct resembles that of the homo econ- 
omicus, or that of the homo ethicus, or that of the homo 
religiosus. It is sometimes a composite of all these char- 
acters. There are concrete phenomena in which the econ- 
omic influences transcend all others, and here it is possible 
to consider alone the results deduced by economic reason- 
ing; while there are other phenomena in which the econ- 
omic constituent is insignificant and may be neglected. 
There are still others which are intermediate in charac- 
ter.” To this we in the main agree, but find it necessary 
to examine variations of the zones in which all these 
homines move, and we must notice that even the homo 
economicus in his own proper capacity is modified when 
he enters into a composite with the others. 

The causes of the changes in the zones of activity are 
many, but one consists in the substitution of public enter- 
prises for private ones, which leads to new prices for 
the factors in production and new rates of wages. These 
differ from those yielded either by competition or pri- 
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vate monopoly. There is an effort to make them con- 
form to ethical or political criteria and to cause the gen- 


eral results of demand and supply in the market to give 


way. As the ethical and political system grows, it 
trenches on the economic zone and reduces the earning 
power of labor in the residuum of it. 

In civilized lands the economic zone is increased by 
inventions, and it absorbs areas of the ethical and political 
zones when the motives for extending the latter are weak. 
In such lands, however, the economic zones are in turn 
easily the subjects of invasion, and they lose certain 
ground so that notwithstanding their extension in other 
directions their general growth is reduced. Railroads 
are federalized, which is trenching on the economic zone; 
but automobiles and aeroplanes are introduced, which is 
extending it. The telegraph has been taken by the gov- 
ernment and wireless telegraphy remains in private hands. 

An ethical influence which shows itself in changes of 
opinion and of custom enlarges the industrial sphere of 
women. This is very large as compared with that which 
existed among Moslem peoples. The prevalence of the 
so-called just prices for goods or “living wages” for labor 
is an attempt to make rates conform to some idea of an 
ethical adjustment, which, though nebulous as far as defi- 
nition goes, still has its effects. It is a short step from 
prices established by custom to those established by a 
legal tariff. EExtra-economic prices are established, not 
by the leveling hands of competition, but by moral and 
legal force. Wages which are made to conform to needs 
or must range above a legal minimum, and prices of 
goods established by governmental edict, are cases in 
point; and so are the public regulation of house rent, and 
the laws against usury. The efforts of trade unions are 
directed toward a rate of pay the basis of which is some 
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ethical standard. A society subject to these influences 
is only partially economic. It has something in common 
with a beehive or an ant-hill. There may be furious 
economic dynamism before a stable condition is reached 
and then commotion ceases. It may reappear, as in the 
case of bees when the hive is shaken, and after such a 
disturbance it may return to a stable condition. 

There are two conceptions of this condition in which 
non-economic motives are active. Humanity may be 
thought of as pushed by forces ethical and political 
towards a certain goal, while the economic forces present 
obstacles; or, on the other hand, the economic forces 
may be treated as the principle ones, and the ethical and 
political forces as causing variations and disturbances. 
The one conception or the other is the truer according 
to the circumstances of a particular period. 

Second case:—An important change is the absorption 
of the specific expenditures of an industrial undertaking 
into the general expenditures. This takes place in conse- 
quence of changes in the dimensions of the undertaking. 
The distinction between the two classes of outlays is not 
an arbitrary one. The actual absorption of the one class 
by the other is a salient practical fact which has been no- 
ticed, but not identified for what it actually is. Collectiv- 
ism seems to be growing in consequence of certain sub- 
stitutions of general expenses for specific ones ; and yet it 
is often ascribed merely to a change of opinions. In fact, 
there is often a great reduction of aggregate outlays by 
the substitution of one kind for another. Some persons 
regard the growth of state socialism as consisting merely 
of the absorption by the state of expenditures formerly 
in private hands, or in the tendency toward an increase 
in public budgets, or in the substitution of imposts for 
zaxes, or that of a general taxing of incomes for more 
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specific taxes. Others say that political unities tend to 
increase by absorbing the smaller enterprises formerly 
in private hands, and others that international syndicates 
of a private kind do so by absorbing small companies. 
All these are aspects of a more general phenomenon, 
namely, a new distribution of expenditures. 

The limit beyond which the economics of centralized 
production cannot go is the complete saturation of the 
market to which entrepreneurs can resort. In modern 
times these markets are enormously great, the enterprises 
are proportionately so, and with this development has 
come the growth of cities and that of aggregate wealth, 
and changes in laws and customs. These extensive social 
and political changes on the one hand, and the reappoint- 
ment of costs of production between the general and 
specific varieties on the other, act upon each other. The 
great social changes and the underlying political forces 
are to each other as both cause and effect. 

The growth of great enterprises is attended by risk, 
since the capital once invested in them cannot be with- 
drawn, and a miscalculation involves a sweeping loss ; and, 
moreover, the elements to be taken account of in esti- 
mating the chances of success are very various and must 
take into account not only technical facts and economic 
movements but such super-organic machinery of produc- 
tion as political institutions, public intelligence, and the 
forces of morality. 


Third case:—In connection with the changes of the 
structure of population we consider only one, that which 
results from Neo-Malthusianism. The diffusion of this 
has been rapid in civilized countries. An active propa- 
ganda has been carried on which extends widely a knowl- 
edge of the problems and a means of solution. An in- 
crease in education has brought all classes of the people 
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within the influence of this propaganda. In Holland 
pamphlets are published which are sent to families with 
or without their consent; and elsewhere the advertising 
pages of newspapers serve the same purpose. In Protest- 
ant countries religion affords no obstacle to this, and in 
Catholic ones the reduced influence of the clergy is weak- 
ening the obstacle that there exists. Clearly whenever 
the women of a country are converted to the modern 
view it will have a controlling effect in life. 

Neo-Malthusianism is general in proportion to the 
progress of civilization, and its consequences are of the 
utmost importance for the structure of all population. In 
nearly all countries there is seen a certain gradual approx- 
imation to the French condition of a reduced birth rate 
and a generally constant number of the population. In 
a society which is so transformed, the costs incurred in 
rearing an individual to maturity are greater than they 
formerly were, but they yield as a product a man of a 
better quality. This is attended with greater accumula- 
tion of capital, better instrumentalities of production, 
and a higher standard of living. They may result favor- 
ably on the hygienic condition of the people, or they may 
have the opposite effect, depending on the customs of 
the people and the political and moral influences which 
are brought to bear upon them. Within the population 
the grading of the fecundity of different classes and the 
relative death rates show a certain correspondence with 
the gradations of income. Until recently the excess of 
the birth rate over the death rate, which may be termed 
the net birth rate, has shown itself in the case of classes 
having the larger income, since in the other classes the 
greater death rate has reduced the net increase. 

This comparison no longer holds true, since the net 
birth rate in the superior classes is now smaller. There 
has indeed been a check on the birth rate in the case of the 
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lower classes, but because of a number of social gains, 
there has been a check on the death rate, leaving as an 
aggregate effect the securing to these more ill paid classes 
a larger resultant increase. As the working classes are 
enabled to raise their standard of living, the resultant rate 
of increase on the whole becomes smaller and approaches 
that of the higher classes. 


Fourth case:—On this subject the first studies were 
by Marshall and Cunningham. The studies of the former 
were first published in 1867 in “Papers for Private Circu- 
lation” and have been published since in Appendix 5 of 
the sixth edition of his “Economic Principles.” This 
study is generally interesting as belonging to dynamic 
studies of the first class, the only class indeed which 
Pareto discusses in his Manual. Goods of universal con- 
sumption have, in their initial increments, larger utilities 
than do other wares. They show a decreasing cost ex- 
tending over a long period of time. The effects are not 
limited to furnishing problems of unstable equilibrium. 
They amount to a revolutionizing of the economic world 
—a dynamic effect of the second class. Cereals show 
diminished cost of production in new countries, since 
capital and the laboring population can be gathered at 
pleasure, and the carrying costs which are chargeable to 
a finished article grow still smaller as the raw material 
is worked up at or near the places where it is produced. 
When flour is transported instead of wheat it can be sold 
at the place of consumption at a lower price than would 
be possible if it were there manufactured. Moreover 
the reduced costs of transportation have the effect of 
moving great populations en masse, so that with the culti- 
vation of new land there can be a quicker growth of 
labor and capital. It is not necessary that the three ele- 
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ments should increase in a symmetrical fashion, but any 
augmentation of either of them increases the product of 
the combination. An abundance of land is bestowed 
freely on settlers. Cheaper carrying and plentiful capital 
are elements of diminishing costs of the necessaries of 
life. 

This kind of economic dynamics mingles races of men 
and creates new races with new tastes, methods, 
costs of production, and social organization. It is like 
alloying one metal with another. But all modifications 
are less far-reaching than those of the physiological cell 
which comes about by cross-breeding. In the new lands 
the favorable effects appear and in older ones the reverse. 
In the latter is seen the economic retrogression, though 
in their backward march the decaying societies do not 
follow the route which they passed over in their pro- 
gressing march, but mark out a new route. If iron is 
found in proximity to coal ; if veins of oil are large; if the 
country has a quasi-monopoly of the products of cotton 
and tobacco and is peopled by a race which by natural 
selection has become one of the best; if its social and 
political institutions are such as to allow men to rise un- 
hindered by institutions; if the cost of national defense 
is negligible; then many of their industries will show 
diminishing costs for long periods of time. These favor- 
ed industries will not suppress others. In some there is 
centralization as particular enterprises succumb and rein- 
force those that destroy them; and both labor and capital 
derive advantages from these displacements. The coun- 
try gets imported goods by exporting goods of decreas- 
ing cost, with a resulting diminution of the outlays in- 
volved in maintaing its standard of life. Such adjust- 
ment of prices takes place that the fruit of technical and 
economic gains in one department may be shared by the 
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men in other departments. There comes about a favored 
territorial localization of industries of each class. What 


manner of dynamics is this? It deals indeed with hom- 
ines economici but its effects go beyond the limit of other 
studies which do so and transcend all dynamics of the 
first order. 











THE PHENOMENA OF ECONOMIC DYNAMICS 
—DISCUSSION 


J. B. CLarx: It is only with reservations that one may 
offer critical comments on a paper by an absent author. 
The abstract which I have read may or may not have 
done full justice to the complete essay. It has doubtless 
been perceived that Professor Pantaleoni speaks of a 
“non-economic zone” within which ethical and political 
forces are in control. Within this zone, however, the 
phenomena of wealth appear, and this according to our 
customary use of terms will suffice to give it an economic 
character. If the political powers were in the fullest pos- 
sible control, as they would be in a completely socialistic 
state, activities of an economic kind would still be in pro- 
gress. They would be dominated indeed, not by compe- 
tition, not by the spontaneous action of private individuals, 
but rather by the conscious action of a government. 
The adjustment of the comparative value of goods and 
of the laborer’s returns would not come about, as it 
were, automatically, but all such determinations would 
be affected through the agency of officials. The distinc- 
tion which we perceive is between a competitive zone 
and a non-competitive one, both of which are economic. 

Secondly, the theory of the increasing returns of agri- 
culture in a new country may describe something which 
actually takes place without contradicting the accepted 
theory of diminishing returns from agriculture. Dur- 
ing the interval within which the area of tilled land is 
steadily expanding the methods of tillage may, on the 
average, become less and less intensive. Near the front- 
ier much land is used per unit of labor and of capital; 
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and, as the frontier extends, zone after zone of land used 
in this extensive way is annexed to the central area. 
During this process of extension the actual cost of pro- 
duce in the country as a whole may grow less, in a way 
that is quite in accordance with the law of diminishing 
returns. Other dynamic changes than those just 
mentioned may contribute to the diminution. There is 
nothing in this which contradicts the assertion that on 
any particular piece of land cultivation tends, in time, to 
become more and more intensive, and that the returns 
per unit of labor and capital there employed tend to grow 
smaller. 

Thirdly, in describing as dynamic forces those which 
tend to bring about a state of equilibrium, Professor 
Pantaleoni defines one of two varieties of force to which 
the term dynamic may be applied. The surface of a 
reservoir is now level, though at some earlier time it was 
not so. One set of forces has produced the even surface, 
but there was an earlier time when other forces disturbed 
it. If hereafter a flood should inject a quantity of water 
into the reservoir the surface would again be disturbed, 
though after the flood there would be a new equilibrium 
established. Influences that create the static adjustment 
are of one kind and those which disturb it are of another. 

An essential fact is that the new surface is at a higher 
level than the old one, and, if the flood should be repeat- 
ed, the surface would afterwards stand at a higher level 
still. Something of this sort is continually taking place 
in the course of economic evolution. Under conditions 
of prosperity there is a certain standard of wages, and 
there are forces at work which tend to bring about the 
adjustment of the actual pay of laborers at rates con- 
forming to this normal standard. They tend to bring 
about an equilibrium between whatever tends to raise 
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the rate of pay and whatever tends to lower it. Another 
set of forces tends to destroy this equilibrium and erect 
a new standard of pay. As soon as this is done the 
forces of the first kind impel the actual pay of labor 
toward its new and higher level. An indefinite series of 
such changes would mean a norm of wages perpetually 
rising and actual wages pursuing the rising norm. It is 
the influences that change the norm that would seem to 
be dynamic par excellence. If we change our figure, we 
may liken the advancing standard of wages and the 
pursuing actual rate to a tug attached to its tow. The 
line that holds them together may be elastic and the dis- 
tance between them a variable one. The line is certainly 
one of the causes of the movement of the tow; but the 
primary cause of all is the forward movement of the tug. 
The original dynamic agent is the tug’s boiler with its 
furnace. Those forces which cause the standard of pay 
to progress, rather than those which keep the actual 
pay within reach of the standard, would seem to be the 
primary dynamic ones. Inventions, the discovery of new 
ores, the opening of new lands, etc., are not the things 
that bring about an equilibrium. They change the level 
at which thereafter an equilibrium will, by another set 
of forces, be brought about. 

Fourthly, the most available general order of study 
would seem to begin by carrying through a fairly com- 
plete analysis of economic phenomena on the basis of 
competition. Extended studies, both static and dynamic, 
may be made on this assumption. When the complete 
results of competition are known and tabulated, it will 
be possible to study and measure not only those obstruc- 
tions which modify the results of competition, but those 
causes which trench upon the strength and scope of the 
competition itself. It would be like computing the num- 
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ber of horse power generated by an engine on the sup- 
position that the coal in its furnaces is burning freely 
and then making allowance for the fact that the fire is 
at times dampened by water from a leaky boiler. Both 
extensively and intensively political forces may trench 
upon competition. Governments may take over some 
industries altogether, and they may change the character 
of industries which they do not thus assume. The clear- 
est knowledge of the effect of such changes can be 
gained after a preliminary study of a system that is 
wholly competitive. 

In welcome contrast with all questions concerning 
concepts, terminology, and detailed method is the gen- 
eral fact of the enormous gain that is made by introduc- 
ing into economic studies such a systematic and pur- 
poseful study of dynamics as Professor Pantaleoni has 
made. It is of incalculable advantage consciously and 
in a thoroughgoing fashion to isolate the problems of 
rest from the problems of change. In connection with 
the problems of change we shall have before us a study 
which bids fair to occupy the attention of economists for 
an indefinite period. They are problems of causation, 
and the solution of them is the only means of gaining 
an understanding of the present or of making a rational 
forecast of the future. What has brought about some 
fact of common knowledge? Why are prices so 
much higher than they were? Is there a _ per- 
manent influence tending to make them rise? Are 
there other influences tending to make them fall, 
and if so, which of the two sets of forces will control 
the movement? Questions of this kind and a hundred 
others almost equally vital need to be answered if we 
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of economists and statisticians will end by giving us un- 
questionable laws of economic change. The method of 
study will be realistic and its results will be a knowledge 
of permanent facts. This development will put an end 
to the baseless accusation sometimes heard that economic 
science is dealing with unrealities. The phenomena it 
records will be real and the causes it discovers and veri- 
fies will be equally so. The generalized statements of 
causes which rise to the dignity of permanent laws will 
be facts as truly as any others. Such is beginning to be 
the political economy of the present day, thanks to studies 
of the Laws of Dynamics, of which the paper of Pro- 
fessor Pantaleoni offers a fine illustration. As far as 
possible will all such study be from any discarding of 
deduction, or from any inhibition of the use of reason. 
As far as possible will the results of it be from a blind 
and purposeless jumble of facts. It will be illuminated 
by theory from the first and throughout. It will test 
and verify or reject the theoretical statements that are 
now taking systematic form. The scientists of the future 
will make of the fact-collecting process, to which many 
economists are giving themselves, a means of testing 
theoretical formulas. It is verified law, the systematic 
statement of which is theory, that we shall have as the 
fruit of it, and it will be something as important as it is 
realistic. How much depends on the law of wages, as it 
will be established by the statistician’s tests? Nothing 
less than whether the majority of a population will be 
well off or ill off under given conditions. What is 
immediately tested is a bit of theory, but what is actually 
determined is the future of humanity. 


S. N. Patten: The paper of Professor Pantaleoni is 
an earnest attempt to give definiteness to the contrast be- 
tween the static and dynamic, in which I find many valu- 
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able suggestions. I am not however convinced that he 
has solved the difficulties, for it is not easy to separate 
economic problems into two classes for which distinct 
groups of laws may be formulated. I was the first econ- 
omist to use the contrast between the static and dynamic 
and I am also the first to abandon it. My success and 
failure are, I think, typical of what others have done or 
will do, and hence to speak of it may have more value than 
a direct criticism of the plan before us. The reasoning 
of the older economists was based on the thought that 
England was a normal industrial nation and that free 
trade nations were superior to those that adopted protec- 
tion. These premises I rejected, and contended that the 
great protective nations, Germany and America, were 
progressive while England was stationary. To convey 
this thought I introduced the contrast of static and dyna- 
mic, and used it to help make emphatic the backwardness 
of England and the superior energy of Germany and 
America. The thought when presented was novel, but 
the progress of the past twenty years has made it a 
commonplace. No one would now say that England was 
the normal industrial community whose policy should be 
imitated by other nations, and with this change in view- 
point the value of the contrast between static and dynamic 
disappeared. The one normal economy is dynamic. 
Professor Clark has utilized the contrast by giving it 
a new content. With him the static is the natural and 
on that basis he has restated the fundamental doctrines of 
economics in a valuable and original way. But if the 
normal and natural is the static, what is the dynamic? 
On this point Professor Clark has given us many prom- 
ises, but thus far they have been unfulfilled. The objec- 
tion I raise is not as to the value of discussions of static 
economics in the sense of the natural and the normal. 
All economics have been of this class. But there must 
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be a valuable field of inquiry found that is not static 
before the contrast between static and dynamic becomes 
fundamental. ' 

I do not wish, however, to imply that the introduction 
of the contrast has not yielded important results. We 
can investigate the various kinds of equilibrium earlier 
and more readily than we can the phenomena of a whole 
society. Valuable as this work is, we should remember 
that it is only particular functions or parts that are at 
equilibrium and not a whole nation. There is no such 
thing as static forces or static societies, but there are 
static functions in many if not in all societies. That a 
given part or function is out of equilibrium does not 
imply a static society but only a waste in its forces, while 
an equilibrium means economy. If the population of the 
world should become properly distributed and hence 
static, the world as a whole would not become static but 
more dynamic. So tooa right distribution of the world’s 
capital would make the world not less but more dynamic. 
If every function of society were at an equilibrium, that 
is, if its forces were so adjusted that there was no waste, 
the whole world would be intensely dynamic and would 
move forward with a vigor that as yet no nation has 
realized. If we keep in mind that static laws relate to 
parts, groups, and functions, while dynamic laws relate 
to social progress, the unity of economic science will be 
seen at a glance. There is no dynamics of functions: 
they are either at equilibrium or out of it. There are 
also no statics of social progress. Societies either pro- 
gress or decay: they do not tend toward a state of stable 
equilibrium. If this be true, the term normal is better 
than static when we are treating of parts, while progress- 
ive is more expressive than dynamics when society as a 
whole is under consideration. Dynamic charges are so 
largely extra-economic in their origin that they cannot be 
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ignored ; but when definite economic groups or functions 
are under consideration there is a gain in regarding the 
non-economic as a disturbance that may be ignored. The 
formulation of economic laws demands this, while a state- 
ment of the laws of progress is more effective only when 
the points of the equilibrium are in turn neglected and 
society is viewed as a flow of events rather than as a 
group of stable conditions. 


FraNK A. FETTER: The subject that Professor Pan- 
taleoni deals with in this paper is undoubtedly of import- 
ance. The study of it, to be profitable, however, must 
proceed from clear definitions of the terms dynamic and 
static, as used in economics. They are figures of speech 
and may easily lead along mistaken lines of inquiry. I 
shall therefore confine myself largely to the first part of 
the paper which Professor Pantaleoni regards as merely 
introductory and almost self-evident, and in which he 
discusses the nature of dynamics in economic study. 

Apparently three different kinds of contrasts appear 
and reappear kaleidescopically in Professor Pantaleoni’s 
discussion. The first is that between different kinds of 
phenomena, static and dynamic phenomena. The second 
is that between different kinds of economic study, static 
and dynamic economics. The third is that between differ- 
ent kinds of societies, static and dynamic societies. Pro- 
fessor Patten has just shown that a fourth contrast is 
possible and that he understands it to be that between 
static and dynamic men. It is evident that no two of 
these concepts have the same content. 


I. The Distinction Between Static and Dynamic 
Phenomena. 
Mainly, Professor Pantaleoni seems to have in mind 
the first of these distinctions. Two or three times he puts 
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it that way as when he speaks of “recent economists 
applying themselves to the distinction between static and 
dynamic phenomena” and when he speaks of the “first 
fruitful use of the distinction between the static and 
dynamic phenomena.” But he does not appear to adhere 
consistently to this thought. It is pretty clear that he 
means in these passages just what he has before spoken of 
as dynamic phenomena in general, the static phenomena 
of these passages being what he usually calls dynamic 
phenomena of the first genus, and the dynamic phenomena 
of these passages being what he usually calls dynamic 
phenomena of the second genus. . Thus he merges a large 
part of the static phenomena into the first genus of dyna- 
mic phenomena. This wide, inclusive concept of dynamic 
phenomena is made to embrace everything of influence 
upon values and prices, both those phenomena which do 
and those which do not conduce to a return to a position 
of equilibrium. Thus nothing is left in the category of 
static phenomena except the state of equilibrium itself, all 
movement having ceased. 

We may therefore ask: has not Professor Pantaleoni 
shown the bias so common to authors urging attention to 
a somewhat neglected subject? Does he not so define 
the concept of dynamic phenomena as to beg the question 
of their overwhelming importance in economics? They 
are the whole thing, both in price-fixing and in price 
changes, with which economic study is concerned. “A 
static situation” exists only when there is complete equi- 
librium of prices. Dynamic phenomena include every 
act of the market, all transformations which last until they 
have caused positions of equilibrium, all bids and choices, 
all apportioning of personal income to different consump- 
tive purposes, all transactions on the stock market, all 
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acts of production, and all changes of saving into the 
means of production. 


II. The Distinction Between Economic Statics and 
Economic Dynamics. 


Professor Pantaleoni’s paper is called, Some Phe- 
nomena of Economic Dynamics. It is an easy and per- 
missible transition of thought from the phenomena to 
the branches of economic study corresponding with the 
classification of the phenomena. In the brief references 
he makes to this subject, Professor Pantaleoni thus 
defines them: “Economic statics will be, then, the study 
of positions of equilibrium. Economic dynamics will be 
instead the study of the movements manifested in posi- 
tions of disequilibrium which conduce toward a return 
to positions of equilibrium.” 

Does this not leave the concept of economic statics an 
all but empty one, and the distinction between it and 
economic dynamics all but vain? Economic statics 
is to be taken as the study of positions of equilibrium, 
but the things the economist is interested in, the forces, 
the motives establishing or restoring equilibrium, are to 
belong all to dynamic economics. 


III. The Distinction Between Static and Dynamic 
Societies. 


The preceding distinctions do not coincide with that 
between static and dynamic societies (and correspond- 
ingly that between static and dynamic economics) as 
made familiar to American economists through the writ- 
ings of Professor John B. Clark. Dynamic societies, as 
we understand the term, are those in which Professor 
Pantaleoni’s dynamic phenomena of the second genus 
and those of the second species of the first genus are 
appearing. But the first species of dynamic phenomena 
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(those working to restore the usual or normal equilib- 
rium) must be found in the most stationary possible 
type of society. In the most changeless society, there 
must be, among the individuals composing it, motion, 
action, life, adjustment, and effort toward equilibrium; 
and the equilibrium must constantly be disturbed by 
seasonal changes, variations in crops, chance destruction 
by the elements, and fluctuations in personal qualities of 
men. As Professor Clark has just shown, the term static, 
when applied to economics, is suggestive of an imperfect 
analogy. 

Phenomena of motion almost alone concern the econ- 
omist, but shall we therefore call all economics dynamic? 
The term thus would lose most of its significance. The 
contrast of most fundamental importance is that between 
stationary and progressive social organizations. It is 
this that Professor Clark has in mind. His dynamic 
society is not synonomous with Professor Patten’s society 
of dynamic men; dynamic men may or may not be among 
the dynamic elements that at any moment go to make up 
Professor Clark’s idea of a dynamic society, in which 
there may be at least four other elements. 

The concept of the economic equilibrium can not be 
made the distinguishing peculiarity of a static society as 
seems to be implied by Professor Pantaleoni. It must be 
thought of as present in all dynamic societies as well. 
Any price, no matter how temporary and unstable, is one 
that for the moment brings into equilibrium the quantities 
bought and sold, produced and wanted at that price. 
Three main types of equilibrium have to be distinguished : 

1. The present market price, the equilibrium of buyers 
and sellers at the moment. 

2. The abstractly conceivable normal market price, 
within a brief period, around which actual prices fluctuate 
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in becoming adjusted to the underlying conditions of the 
period. 

3. The price level at successive periods in long-period 
changes in the whole economic situation. 

All of these have to do with motion and with forces, 
but the first two constitute the problems of static econ- 
omics, and the last constitutes the problem of dynamic 
economics, in the American sense, following Professor 
Clark. 


IV. Pantaleoni’s Conception of Free Competition and 
Its Relation to a Static Society. 

In a workable conception of a static society, there must 
be individual activity, forces, and movements. Children 
are born, men grow old, they succeed or fail, advance or 
decline in individual fortune. The essential mark of a 
static society is fixity of general form and of social insti- 
tutions, not crystallized human units. But the word 
static seems easily to suggest stagnation and absence of 
life. Is not even Professor Clark influenced by this idea 
when he pictures a static society as one where the entre- 
preneur’s function is mil, where industry having been 
started runs of itself and profits become zero? Professor 
Pantaleoni seems to go still further with his thought. 
He first says that free competition is an essential condi- 
tion of equilibrium, though this idea fits badly with his 
description of the stationary condition of societies in 
which caste dominates. He reiterates that free compe- 
tition produces equilibrium and monoply must cause a 
lack of equilibrium. Thus competition comes in his 
thought to mean a static society and interference with it a 
dynamic society. Does he not reach the reductio ad 
absurdum when he concludes that free competition implies 
costless transportation and costless interchange of units of 
labor of different qualities, thus making monoply synono- 
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mous with scarcity and with all values, and competition 
synonomous with costlessness and the absence of value? 

After reéxamining these definitions, can we believe 
that the field of dynamic economics is so greatly neglected _ 
as Professor Pantaleoni believes? American economists 
from the time of Carey have naturally thought of change 
and progress as normal, and have protested against the 
assumption of fixity in customs, in social institutions, in 
the land supply, in the labor force, and in the industrial 
processes. They are accustomed to adjusting their 
reasoning on the problems of price to accord with this 
thought of change. In this day of the world economy, 
dynamic influences are more general and far-reaching 
and are profoundly affecting the societies of Europe, and 
the thought of European economists. Viewed in this 
perspective, Professor Pantaleoni’s treatment appears to 
American students to be certainly fertile, timely, and 
suggestive, but neither radical nor revolutionary in 
economic theory. 





OUTLINES OF A THEORY OF WAGES. 
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The discussion of the theory of wages in recent years 
has turned attention to a more and more careful examina- 
tion of the relation of wages to the product of labor. 
Clearly there is a relation between wages on the one hand, 
and product or efficiency on the other. It is this relation, 
for example, which explains the great international varia- 
tions of wages. If the return to labor is higher in the 
United States than in England or Germany, higher in 
these than in Italy or Russia, the differences are due 
mainly to the greater or less productiveness of labor in 
the several countries. But what is the precise nature 
of the connection? 

Those familiar with the course of economic thought 
in the United States will recall how hopefully many of 
us listened to the doctrine set forth on this topic by the 
first President of our Associaition, the honored Francis 
Walker. Wages, he said, are determined by the residual 
product of labor. The other shares,—interest, rent, busi- 
ness profit,—are settled by independent causes; what re- 
mains after these shares are apportioned, goes to the la- 
borers. But this doctrine, welcome though it was as a 
clear improvement over what was then current, could not 
stand the test of critical analysis. The independent deter- 
mination of the other shares was not made out. It was 
not shown that interest and business profits were settled 
by causes different from those acting on wages. The re- 
sidual theory served its purpose as a first onset, but soon 
proved ineffective, and dropped out of the line of com- 


bat. 
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Its place has been taken, in the recent development of 
economic theory in this country, by another formulation 
of the relation between product and wages. There is a 
specific product of labor, we are told, and it is this which 
determines wages. And similarly there is a specific 
product of capital, which in turn settles interest. This 
doctrine, as need not be stated in the present gathering, 
has been maintained in the brilliant writings of Profes- 
sor Clark, and has been stated with special precision in 
those of Professor Carver. The terms in which it is 
put are sometimes varied ; wages are said to be settled by 
the imputed product, or the marginal product, of labor. 
In one formulation or another, its vogue is no less than 
was that of Walker’s doctrine twenty years ago. It makes 
its appearance in most of the text-books that are now in 
fashion. Yet I cannot but believe that it will share the 
fate of its predecessor. It will be remembered as a prom- 
ising attempt to grapple with an intricate problem, a step 
forward in our slow and uncertain progress toward the 
truth; but it will not be accepted as a definitive advance. 

The grounds for this doubt have been stated with ad- 
mirable logic by Professor Bohm-Bawerk. They are 
closely connected with the analysis of capital and its func- 
tions by that acute thinker. The reasoning of Professor 
Clark assumes a separate productivity of capital and of 
labor. That productivity it is attempted to illustrate and 
to prove by supposing the addition of successive doses 
of labor and of capital, and by analyzing the consequences 
which will follow as these increments are added. The 
reasoning is familiar to you. Throughout, under static 
conditions, there is supposed to be a tendency to an in- 
crease in the return, but a diminishing increase; a ten- 
dency to a lessening marginal increase, and thus to a 
determination of wages and interest by the marginal in- 
crease of output. 





138 American Economic Association 


Elsewhere I have expressed my doubts as to this uni- 
versality of the law of diminishing returns.1 That prin- 
ciple, as one of universal application, deserves still further 
the attention of the economists, and seems likely to re- 
ceive it. But the irregularity or uncertainty which I 
suspect to inhere in it, and to stand in the way of its wide- 
reaching and unfailing application, is not of importance 
for the purposes of the present discussion. Whether cer- 
tain or uncertain, this principle of diminishing returns 
and marginal increase can give a clue to the determina- 
tion of only one of the two items to which it is applied. 
It may point to the cause which determines interest. I 
believe it does so; interest is determined proximately by 
the increase of product resulting from the last or mar- 
ginal application of capital. But it does not also point 
to the cause determining wages. In the application of 
the principle to both wages and capital, and in the attempt 
to reach an independent law for each, there is reasoning 
in a circle. 

The ground for this statement is, briefly, that capital 
is not an independent factor in production. Capital sim- 
ply means a different way of applying labor. When we 
say that more capital is added to a given amount of labor, 
we use a short-cut expression. That given amount of 
capital did not drop from heaven, or come into existence in 
any other way than by the application of labor. Professor 
Béhm-Bawerk has rightly insisted on this fundamental 
fact. It is expressed pithily by Professor Marshall when 
he says that “the substitution of capital for labor is really 
the substitution of labor, combined with much waiting, 
in the place of other forms of labor combined with little 
waiting.”? Capital means, at the outset, surplus or sav- 

* See Quarterly Journal of Economics, May, 1908. Cf. also Pro- 


fessor Landry’s article in the same Journal, for August, 1909. 
* Principles of Economics, Book VI, ch. I, p. 593. (4th edition.) 
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ings, enabling us to extend the time-saving method of 
production. If there be an additional surplus, more labor 
can be applied to the preparatory steps, and more capital 
(“capital goods”) will be made. Very likely there will 
then be an eventual increase in the output of consumable 
goods and an eventual increase of satisfactions or utilities. 
But the making of the capital is only a way of applying 
labor to making the consumable goods. According as 
one way or another way is followed—simple or elaborate 
—much or little waiting is entailed. According as one 
or the other is used, more or less of consumable ‘goods 
may be expected in the end. But there is no separate 
product of capital. There are conditions as to the even- 
tual outcome which determine how much can be got in 
the way of excess or premium or interest (all these 
terms point to the same thing) by those who at the out- 
set possess the surplus means, who do the waiting, and 
who become the eventual owners of the output. In other 
words, the net earnings of the capitalists are determined 
by this process. But there is no separate product of the 
capital. Nor is there any separate product of the labor. 
There is one product, all produced by labor, and indistin- 
guishable as to its source. Some part of the enlarged 
product the capitalists can retain for themselves. The 
laborers get less than their labor as a whole has produced. 
Having this means of explaining how much the capitalists 
will receive, we may be tempted to say that we know 
what their capital has produced. Being able to say that 
the amount which the laborers produce is lessened by 
There are other passages in Professor Marshall’s book which pos- 
sibly could be interpreted otherwise. Sundry illustrations are used 
to show that there is a “net product” of any instrument; yet he 
observes that “illustrations of this kind merely indicate part of the 
action of the great causes which govern value. They cannot be 


made into a theory of interest, any more than into a theory of 
wages, without reasoning in a circle” (p. 580). 
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what the capitalists receive, we are tempted to say that 
the laborers produce only that lessened amount. But in 
fact there is no separate product of either. 

One remark let me interpose. If there be a factor in 
production separate from labor, it is not capital, but 
“abstinence” or “waiting” or “preference for present 
goods” or “time preference.” All these phrases (which 
I give in their historical order )* refer to the same thing— 
that unwelcome sacrifice which the postponement of pres- 
ent enjoyment is supposed to entail. I will not enter at 
this stage on the thorny questions which the notion raises 
—whether there is really a sacrifice in “saving”, whether 
there be a rate of interest determined in the end by that 
sacrifice, whether any explanation or justification of in- 
terest can be deduced in this way. I wish simply to point 
out that here, if anywhere, is the factor related to interest 
in the way in which labor is related to wages. Here is 
the factor which might conceivably be said to be produc- 
tive in the way in which labor is productive. Both are 
acts of human volition done in ways which add to the 
sum of utilities. 

None the less, it seems to me not a happy use of terms 
to call waiting or abstinence productive. What the social- 
ists say of the sterility of mere abstinence is well put. 
We can maintain, it is true, that unless there be waiting 
by somebody—either by the laborer himself or by some 
one who does the waiting for him—labor cannot be ap- 
plied in the more productive ways; and the fact that wait- 
ing thus enabies the more productive ways to be followed, 
is one element in explaining why those who do the waiting 
secure a return in the way of interest. But the waiting 
~ *“Abstinence” is Senior’s phrase, adopted by the so-called class- 
ical writers. “Waiting” is Macvane’s, accepted by Marshall. “Pref- 


erence for present goods” is Béhm-Bawerk’s. “Time-preference” 
is Irving Fisher’s. 
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can hardly be said to produce anything; it simply enables 
labor to produce more. 

At all events—to return to the main thread of the 
reasoning—it can not be said that capital produces any- 
thing, still less that there is a separate or specific product 
of capital. Capital represents only a step in the elaborated 
processes by which labor of all kinds carries on the oper- 
ations of production and finally brings forth utilities. 
Professor Carver, who has formulated the doctrine even 
more sharply than Professor Clark, remarks that the 
question whether capital is productive can be easily an- 
swered: surely tools are useful. But the question seems 
to me not quite solved in this way. Is not the labor which 
made the tools “useful”? And is there a productiveness 
of the tools separate from the productiveness of the labor 
that made them? Labor is more useful—yields more 
utilities--if applied first to making tools, and then to 
using them; but is there a specific product of the tools? 

If there is no specific product of the tools or of capital, 
there is none of labor as distinct from capital. There 
are differences in the productiveness of labor according 
as it is applied in different ways—by first making tools 
or without stopping to make tools, with more tools or 
with less tools. But there is no product of the labor 
distinct from the product of the tools. To repeat, the 
whole product is due to labor; or, if there is to be any 
modification of the proposition, the whole product is due 
to labor and waiting. We may be able, by a principle 
of “imputed” productivity, to make out what determines 
the reward of the laborers and of the capitalists owning 
the tools. But in sober fact, in concrete reality, we can- 
not make out any separable product of either. 


*See Carver’s Distribution of Wealth, p. 216. 
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Let me now present another mode of stating the rela- 
tion between wages and product. It can make no preten- 
sions to novelty ; but it may bring together familiar ideas 
in a more consistent way. The formula which I should 
be disposed to frame is this: wages are determined, under 
competitive conditions, by the discounted marginal pro- 
duct of labor. I invite your attention to the two elements 
in this formula; “marginal” and “discounted.” 

What is meant by marginal product will be obvious - 
enough. It is indicated by the old-fashioned conception 
of agricultural rent. Wages and interest are determined, 
in that conception, at the margin of cultivation. Any 
excess secured on land better than the marginal land 
goes to the landowner, and does not affect the returns 
of other persons. The same principle is applicable to 
monopoly gains, and to all differential gains. The labor- 
er, and for that matter the investor, who deals with 
the owner of good land or with a monopolist, must ac- 
cept what can be paid by the marginal landowner 
or the competitive producer. Any extra or differential 
returns go to the fortunate owners of those instruments 
which have been sheltered by nature or by social institu- 
tions against unfettered competition. 

’ Two remarks may be added as to the significance of the 
marginal element in the formula. The first is that a 
broad competitive margin is assumed to exist, at least as to 
capital: one sufficiently extended to have a real and effec- 
tive influence. If there be no normal or competitive re- 
turns to capital; if there be a universal régime of monop- 
olies or combinations ; or if it be but an accident whether 
a given kind of instrument yields large or small returns 
to its owners—then we can lay down no law of wages, 
and but a precarious one as to interest. To this point I 
shall return at a later stage in the argument. 
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The second remark is that we must not be misled by 
convenient phrases as to the superior productiveness of 
land or of monopoly instruments, still less misled by 
phrases as to their having a specific or separate product. 
Those who maintain that there is a specific product of 
capital maintain also that there is a specific product of 
land, and that rent (in the old-fashioned sense) is this 
specific product of the land. Many of the older econ- 
_omists, who did not dream of the modern applications and 
connotations of such phrases, also spoke of rent as the 
product of the land. But the same thing may be said 
of natural agents as of instruments made by man: 
throughout, labor is the essential agent in production, and 
neither land nor capital produces anything. I have just 
stated that labor applied in some ways (through the 
previous making of tools) produces more than labor 
applied in other ways. Similarly, labor applied on some 
lands produces more than labor applied on other lands: 
hence arises the differential return which we call “econ- 
omic rent.” Labor applied in connection with monopol- 
ized instruments produces more (in terms of value) than 
labor applied with competitive instruments: hence the 
differential return which we call “monopoly profits:” 
There is no separate product of the land or of the mon- 
opolized tools. There are simply differences in the pro- 
duct of labor according as it is applied under different 
conditions. These differences in product explain how 
economic rent and monopoly profits arise. Here, as with 
regard to competitive instruments, or “capital” in the 
ordinary sense, we deceive ourselves by imputing as 
“product” that which is really the income (earnings, if 
you please) of the owners of certain instruments of 
production.® 


*The reader will perceive that on this topic my point of view 
seems to be different from that of Béhm-Bawerk, who maintains 
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Let us turn now to the other element in the formula: 
the discounted product of labor. 

Discount implies an advance. No explanation of wages 
is adequate which does not recognize the fact of an ad- 
vance. On this topic I must again differ with my friend 
Professor Clark, who has denied that there is anything in 
the nature of an advance.® 

The situation seems to me so simple that I find it dif- 
ficult to adduce any proof. Mere statement of the obvi- 
ous facts suffices. Industry takes time: the process of 
production is a prolonged one. Wealth is unequally dis- 
tributed, and the immense majority of the laborers have 
not the wherewithal to support themselves during the 
prolonged period. Hence their remuneration is advanced 
to them out of a surplus possessed by some one else, and 
the capitalist class secures its gain or profit by advancing 
to the laborers less than they eventually produce. 

This view underlay the old wages fund doctrine: a 
doctrine always inadequate and often sadly misapplied, 
but having its core of truth. The great theoretical defect 
of the wages fund doctrine, as it used to be stated, was 
that labor and natural forces stand side by side as the fundamental . 
agents of production. The difference, I believe, is one of phrase 
only. It signifies littlke whether we say that labor at the margin 
works side by side with natural forces, or say that it simply guides 
those natural forces and is itself the one essential agent in produc- 
tion. What I wish to insist on is that, above the margin, the natural 
forces are in no peculiar sense specific contributors to production. 

The doctrine that labor is the one essential agent in production 
is, of course, very different from the doctrine that labor is entitled 
to the whole product. I have always believed that the socialists 
used tenable language in saying that labor produces all. But the 
question whether labor therefore should receive all, is quite dif- 
ferent. It is not to be settled by semi-metaphysical reasoning, but 
by broad inquiry as to the evolution of human society, the motives 


to industry, the perfectibility of man. 
*I refer again to my paper in the Quarterly Journal of Econom- 


ics, May, 1908. 
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that it attended only to a small segment of the industrial 
process. It assumed that the advance to laborers was 
needed only until a saleable product was achieved. That 
stage once reached, no futher advance was supposed to be 
required. But modern analysis has made clear the pro- 
longation and the unity of the whole process of produc- 
tion. Not through one stage only — not merely until the 
individual employer can pay money wages to his work- 
men — but through all the stages, from the first gather- 
ing of materials and the first fashioning of tools to the 
last steps in transportation and exchange, advances to the 
workmen as a whole are made by the capitalists as a 
whole. 

Modern anaylsis has done more. It has shown how 
the theory of wages is related to the general theory of 
value. The analysis by the leaders of the Austrian 
School of the higher and lower ranks of goods; the con- 
ception of the derived value of instruments and materials ; 
the exchange between present goods and future goods, 
which B6hm-Bawerk has made a permanent part of eco- 
nomic theory; the principle, so skilfully developed by 
Professors Fetter and Fisher, that the present value of 
any form of wealth is an anticipation and capitalization 
of the utilities yielded,—all this points to the mode in 
which labor is related to its ultimate product. That prod- 
uct is discounted. The laborers get wages determined by 
the utilities ultimately yielded by their labor, but dimin- 
ished by the discount due to its emergence in the future. 

This discount we may assume provisionally to take 
place at the current rate of interest. Evidently the simpler 
the processes, and the more predictable their outcome ; the 
more effective, too, the competition among capitalists,— 
the closer will be the correspondence between future prod- 
uct and present wages. The discount then will be easy to 
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calculate. Where the process is complicated, long 
stretched-out, and uncertain as to its outcome, the rela- 
tion between wages and product is a very loose one. Such 
an operation as the construction of the Panama Canal il- 
lustrates the maximum of uncertainty in the relation be- 
tween product and wages. It will take years to build the 
Canal; it will take further years before its effect on the 
ocean routes and on the cost of transportation are worked 
out ; and still further years before these changes affect the 
international division of labor and the ultimate increase 
of product due to increased geographical specialization. 
Meanwhile those engaged on work at the Canal do not 
receive the speculative discounted value of the product of 
their own work. They receive the current discounted 
value of labor in those routine industries where 
experience has indicated what the output will be. What is 
true of the Panama Canal is true, in less degree, of all new 
and venturesome operations. In such operations the busi- 
ness man — the entrepreneur — exercises his most char- 
acteristic functions, and, if successful, procures his highest 
returns. He not only discounts, he speculates ; and he pays 
to his laborers the rate of wages fixed in those operations 
in which the discount is comparatively simple and 
calculable. 

Thus we reach once again the proposition to which, a — 
moment ago, I promised to return; that, if we are to have 
a working theory of wages, a competitive margin must be 
supposed, at which capital secures a normal return and at 
which the process of discounting is carried out with some 
approach to accuracy. And this effectiveness of competi- 
tion must appear not merely with reference to floating 
means or surpluses seeking investments,—‘moneyed 
capital.” It must appear as to the real apparatus of pro- 
duction, as to factories, mills, railways, shops. Recent 
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writers on capital have justly pointed out that we are apt 
to deceive ourselves, both as to wages and as to interest, by 
thinking of moneyed capital only, of the payments of 
interest on money loans and the payments of wages in 
money. How is it as to the factories and mills? Is 
competition among them, or at least through a broad 
tier of them, so effective that their capitalist owners 
secure but a normal return, and their laborers secure 
the discounted value of the product due to their labor,— 
to the labor of all those who have worked at the intri- 
cate series of successive steps? 

Whether there be such a competitive margin, broad 
enough to settle the general range of wages, is a ques- 
tion of fact, and one by no means easy to answer. On 
the one hand we are confronted with the portentous 
growth of large-scale production, and the development 
of industries which seem to set at nought all our theoriz- 
ing about a normal course of investment. In this regard, 
monopolistic combinations seem to defy economic law 
as well as statute law. On the other hand, we hear that 
in many directions business has become a matter of 
cents, and that the slightest margin to the good or to the 
bad makes the difference between financial success and 
financial failure. While in iron and steel making we see 
industry on a vast scale, with competition disappearing, 
and profits either abnormally large or quite vanishing, 
cotton manufacturing and shoe manufacturing are still 
businesses with a normally narrow margin of profit. 

My impression is that on the whole the competitive 
margin still exists, and that there is such a thing as a 
normal return in the capital market and therefore in the 
general labor market. Doubtless there is more irregu- 
larity and uncertainty than under simpler conditions of 
industry. Yet a sufficient approach to a leveled result 
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exists to warrant us in speaking of normal interest and 
normal wages. There is probably a lessening range of 
competition. The competitive region, though still broad 
enough to give a mod ora, is far from being coexten- 
sive with industry. Economic rent and monopoly prof- 
its (it is not material to the present discussion whether 
these be regarded as two different sorts of return or as 
essentially similar) play a larger part than in previous 
generations. There is a wider divergence between 
wages and the fotal discountable product of labor, even 
though still an approximation of wages to the marginal 
discounted product. The concentration of wealth and 
the inequality of ownership are growing greater, and 
give rise to the gravest social problems. But these diver- 
gences affect our theory only in causing emphasis to be 
laid on the word “marginal” in its formulation. 

At all events, if there be no competitive margin for 
capital, and no normal and governing rate of discount 
for the product of labor, I see my way to no theory of 
wages, or at least to no theory that points to any deter- 
mination of wages. If the return to all capital be simply 
a “rent” depending on the derived utility of the instru- 
ment, and subject to no leveling influence from the con- 
ditions of supply and competition, then as between labor- 
ers and capital owners the whole relation is simply that 
of a game of grab. Each side tries to get as much as 
possible, and there is no telling what will be the outcome. 
In some of the older German text-books on economics 
there is a statement of the theory of wages of this sort: 
wages cannot fall below a minimum determined by the 
bare limits of subsistence; and they cannot rise above a 
maximum determined by what the product enables the 
employer to pay. Between these two limits wages are 
said to fluctuate, “according to supply and demand.” 
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The formulation always seemed to me a highly unsatis- 
factory one. The range between the minimum and 
maximum may be a very wide one, and there is nothing 
to indicate where, within those limits, the actual rate 
will fall. This same difficulty is presented, if we as- 
sume the return on capital to be subject to no normal or 
marginal regulation. If it be all a matter of monopoly 
or non-competitive return, then the laborers may secure 
more or less in the way of wages according as they fight 
more or less vigorously for their share. The better they 
are organized, the more they have aid from legal enact- 
ment, the more they use or threaten physical violence, 
the more they will succeed in getting. Conversely, the 
better the capitalists are organized, and the more they 
have at their command the law, or physical coercion, or 
the threat of starvation, the more will they in their turn 
succeed in getting. Perhaps we are in a fool’s paradise 
in supposing there is anything normal or regular in the 
return to capital owners; their doings may be after all, 
as the socialists say, only a process of wringing as much 
as possible from the poor and oppressed. This is a pes- 
simist view, but one that seems to me to follow naturally 
from the negation of a regulating competitive margin. 


Suppose now that it be granted there is a regulating 
margin; what determines there the rate of discount on 
the product of labor? It has been assumed in the pre- 
ceding to be a discount at the current rate of interest. 
What settles that current rate of interest? 

Here we must be on our guard against another dan- 
ger of reasoning in a circle. Interest has been spoken of, 
in the opening paragraphs of this paper, as determined 
not indeed by any specific or marginal productivity of 
capital, but by the difference in the output of labor due to 
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labor’s being applied in the more productive ways. In 
the language which Bohm-Bawerk has taught us to use, 
interest depends on the “technical superiority” of present 
goods; that is, on the possibility, because of the posses- 
sions of a present surplus, of applying labor in more 
elaborate and effective ways. So far I go with that pene- 
trating thinker. But if we go only so far and no far- 
ther, we get no determination of wages. In this view 
(of technical superiority as the determinant of interest) 
we virtually assume wages. Substantially it says that 
interest depends on the excess of product over wages,— 
the difference between the goods turned over to the 
laborers in the present and the ultimate future product 
of their labor. If interest is determined by this process, 
wages also are determined by it. The one depends on the 
other, and neither is separately determined. The rate of 
discount, on this reasoning, results from the process of 
advances to laborers; it does not regulate or determine 
the amount of those advances. 

The only escape from this difficulty is to be found in 
some independent regulator or determinant of the rate 
of discount. The essential defect of Bohm-Bawerk’s 
analysis has always seemed to me to be that he ignores 
the possible existence of such a regulator; or, to be more 
careful in statement, that he ignores the possible regu- 
lating effect of certain factors. The older economists 
spoke of an effective desire of accumulation, ofa mini- 
mum necessary to induce saving. Our modern phrase- 
ology is that of a preference for present over future 
goods, or (in Professor Fisher’s phrase) a general 
“time-preference.” If there is such general preference, 
or if there is a marginal preference, and a marginal rate 
of return necessary in order to induce the postponement 
of gratification to the future,—then and then only have 
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we an independent determination of interest, and so a 
tenable theory of wages as the result of an operation of 
discount. 

I am aware that economists differ on this subject, and 
certainly are much more chary than they were a genera- 
tion ago of assuming any fundamental supply price. The 
question is one of fact. On this question there is a 
chain of historical evidence to which, in my judgment, 
sufficient attention has not been paid. That evidence 
appears in the comparative steadiness of the rate of in- 
terest through the period of modern industry and invest- 
ment. The industrial era in which we live is a couple 
of hundred years old. During these two centuries 
(more or less) the rate of interest has undergone no 
fundamental change. In the middle of the eighteenth cen- 
tury England and Holland could borrow at 3 and even 2 
per cent. Since that time the rate has gone up and down, 
with the fluctuating demands for war expenditures and 
for industrial investment. Yet it has returned sooner or 
later to something like the level of 3 per cent, per- 
haps 4 per cent. Meanwhile, the amount of capital, 
measured in terms of surplus seeking investment, has 
undergone extraordinary fluctuations. The demand for 
capital (in the sense of demand for present money 
means) has undergone no less extraordinary fluctua- 
tions. The amount invested, the industrial possibilities 
of advances to laborers, the waste of present means in 
wars and armaments,—all these have varied enormously. 
Is it not a striking fact that, as the outcome of all the 
great changes in the conditions both of demand and sup- 
ply, the rate of interest itself has changed surprisingly lit- 
tle? and does this not indicate prima facie that there is 
some regulating force which keeps it at a fairly constant 
level? No one would say that this level is absolutely 
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constant, or that it is determined with anything more 
than a rough approximation. The minimum — if 
there be one — perhaps is tending to decline; though, as 
the eighteenth century figures indicate, it does not ap- 
pear that a lower range has been reached in our time 
than was familiar a century or two ago. Something like 
3 per cent is the lowest rate which has been maintained, 
under modern capitalistic conditions, for any consid- 
erable period. It is possible, of course, that the fail- 
ure of any lower rate to persist may indicate only that 
the incessant advance of the arts has kept up the “tech- 
nical superiority” of present goods, and has caused the 
demand for the means of investment to outstrip steadily 
even the wonderful increase in supply. But may it not 
also indicate that something like a position of equilibrium 
has been maintained, and that there is an independent 
force regulating the rate of interest and so the terms of 
discount for labor’s product at the competitive margin? 


Let us now summarize this theory of a discounted mar- 
ginal product. It assumes the spread of production over 
time; it assumes inequality in the ownership of wealth, 
and advances by the fortunate (sometimes deserving?) 
capitalist owners to the less fortunate laborers; it as- 
sumes in those advances a process of discounting by 
which the laborers receive less than they ultimately pro- 
duce; it assumes a competitive margin, at which a cur- 
rent rate of discount is in force; it assumes that what 
laborers get at the competitive margin determines the 
rate of wages for all laborers; and finally it assumes that 
the rate of interest or discount is determined not as the 
result of the process of advances to laborers, but by a 
cause independent of that process. 

It may be said that this is after all only another mode 
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of stating what was meant by those who maintain the 
theory that wages are determined by the specific or im- 
puted product of labor and that interest is determined 
by the specific or imputed product of capital. Perhaps 
so. I would not dispute on matters of phraseology. I 
shall be glad if my conclusion is found to be in substan- 
tial accord with that reached by others who have grap- 
pled with this, the most difficult and fundamental prob- 
lem of economics. The phraseology here submitted seems 
to me not only more accurate, but preferable on the 
ground that it purports to do no more than coldly analyze 
the facts of the modern world. The statement that labor 
gets the specific product of labor leads easily to an im- 
plication that this is all that labor ought to get. Even if 
it were proved that labor gets in any real sense its spe- 
cific product, or that capital gets in turn its own specific 
product, the implied conclusion does not seem to me 
necessarily to follow. Whether it is right that every man 
should get what he himself produces, raises deep-reach- 
ing questions as to justice. Should the strong retain 
what their strength enables them to produce, or is it equi- 
table that they should share with the weak? The essen- 
tial ground on which distribution according to works can 
be defended, is utilitarian. The strong, it may be said, 
would not put forth their strength in full unless they ex- 
pected to keep the resulting product for themselves. But 
these high topics need not be considered here. The first 
business of the economist, though by no means the only 
business, is to analyze the facts, and to present as simply 
as he can, without implication or apology, the results of 
his analysis. And from this point of view, I submit, it 
is more accurate and helpful to speak of the discounted 
marginal product of labor, than of the specific or im- 
puted product of labor. 
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One other topic, and I conclude. If there be a normal 
rate of interest determined by time-preference, a sort of 
supply price of capital ;—is there perhaps also a supply 
price of labor, a normal rate of wages determined by the 
laborer’s standard of living? The discounted marginal 
product of labor may be said to indicate only the demand 
price of labor. The long run or equilibrium price may be 
said to be settled by a supply price, based on the standard 
of living. We know that this was the Ricardian and 
Malthusian view. In that older view, the rate of wages 
was determined temporarily by the relation between the 
wages fund and the supply of laborers, that is, by demand 
and supply ; but was determined permanently by the hab- 
its and standards of the laborers, or by something analo- 
gous to cost of production. The doctrine of a standard 
of living as determining wages still bulks in our modern 
treatises. What validity may it have? 

On one point we shall all agree. The standard of liv- 
ing does not affect wages directly. It acts on wages only 
by its effect on numbers. All the standard of living in 
the world will not make wages high if laborers are many 
and if their product (their marginal discounted prod- 
uct) is small. People often talk loosely on this topic, as 
if a high standard of living were per se efficacious in 
making wages large. In this company it need not be ar- 
gued that it affects wages only by its influence on the 
marriage rate, the birth rate, the supply of labor over 
generations. Looking at the long-run course of the move- 
ment of population, do we see evidence of a basic rate of 
wages determined by the standard of living? 

It seems to me very doubtful whether we can answer 
this question in the affirmative. The history of wages 
during the modern period indicates no such tendency to a 
normal rate as is suggested by the history of the rate of , 
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interest. We find indeed sometimes a clinging to an 
habitual standard, indicated by stationary birth rates and 
marriage rates. Too often, alas, we find a rate of wages 
nearest the bare minimum, and indicating a willingness 
to multiply so long as the barest means of supporting life 
are earned. But, surveying the modern era of the last 
century, we find, on the whole, in all the civilized coun- 
tries, a slow but steady rise in the rate of wages, and 
with it a slow decline in the birth rate. As to interest, 
we find a steady rate, with perhaps a tendency to decline. 
As to wages, we find no steady rate, but in recent times a 
clear tendency to rise. If there be a standard of living, it 
is a shifting standard, and one that influences the supply 
of labor not in such a way as to keep wages at a given 
levél, but such as to enable a steady advance in wages to 
be maintained. 

There is a familiar passage in J. S: Mill’s Political 
Economy, in which it is said that no improvement in the 
condition of laborers which is gradual will avail for their 
ultimate betterment. The advance in numbers will over- 
take any gradual improvement, and nullify the gain. 
Only a great and rapid uplift, such as the French Revo- 
lution brought for the peasantry of France, was expected 
by him to affect the standard of living and the permanent 
rate of wages. Happily the experience of the last half cen- 
tury in civilized countries has shown that this predic- 
tion is not justified. A slow and gradual rise in wages 
has taken place, and has not been nullified by an increased 
birth rate. Population has indeed advanced, and num- 
bers have increased; but in consequence chiefly of a de- 
clining death rate. The standard of living slowly rises, 
but as a consequence of higher wages rather than as a 
cause acting to bring about higher wages. We need not, 
therefore, go far back of our formula, in analyzing the 
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causes that act on the general rate of wages. If, indeed, 
the procreative instinct is followed without check, and 
multiplication takes place as blindly with men as it does 
with animals, we may be sure that wages will always be 
at the bare minimum and the struggle for existence re- 
lentless. But this situation the civilized peoples have left 
behind them. For them, the general rate of wages,— 
that is, the material welfare of the great mass of man- 
kind,—depends not only at any given stage, but over 
periods as long as it is possible for us to observe, on those 
conditions of demand which I have attempted to analyze 
in this formula,—the discounted marginal product of 
labor. 





OUTLINES OF A THEORY OF WAGES— 
DISCUSSION. 


G. R. WicKER: Quot homines; tot sententiz! That 
slightly worn phrase might well be adopted as the modest 
motto,—a sort of pretext—for every contribution to 
economic theory. So vast and so confusing is the pre- 
sent array of divergent, and often contradictory theories, 
that I need offer no apologies if I fail to understand 
them. Indeed, this very contrariety is strong evidence 
that our theorists do not understand one another, and 
they cannot therefore blame us outsiders if we, in turn, 
fail to understand them. If in my brief discussion of 
the paper before us this morning I fail to understand 
Professor Taussig’s position, he will, I am sure, ex- 
onerate me from wilful misunderstanding. 

In order to bring my remarks well within my time 
limit I have chosen to select a few salient points and to 
attempt very briefly to establish them. 

First, accepting for the moment Professor Taussig’s 
claim that capital is not a productive factor, but 
only labor in its indirect application, I challenge the con- 
clusion drawn from this view. Professor Taussig tells 
us that wages is the discounted marginal product of 
labor; but the margin is not that of Professor Clark. 
It is the provisionally accepted competitive margin at 
which capital receives the current rate of return. To 
Professor Taussig, then, labor elsewhere applied, includ- 
ing labor applied directly, that is, without capital, has its 
wages fixed by the wages of labor at the competitive 
margin. The social time-preference then becomes the 
real regulator of wages throughout the labor field. 
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I offer the following brief statement as a more reason- 
able view of the situation, if we are to treat capital as an 
indirect mode of labor; labor may be and is applied, both 
directly and indirectly, that is, without and with capital. 
In either case, its specific product tends to diminish after 
reaching a point of maximum efficiency of codperation. 
Labor tends to distribute itself in the two channels in such 
a way as to equalize the wages in the two modes. This 
being the case, it might be said without great theoretical 
impropriety that the marginal product of labor in its 
direct mode fixes the wages of labor in its indirect mode. 
If the labor indirectly applied produces more than the 
wages of the direct mode, the surplus or difference meas- 
ures what Professor Taussig calls the discount,—or in- 
terest. As between the claim that the discount fixes the 
wage and the claim that the marginally produced wage 
fixes the discount, I believe that the second is to be pre- 
ferred. 

But I do not believe that either is an accurate mode 
of presentation, or that either marginal productivity or 
time-preference can be regarded as the sole regulator. 
Rather they must be regarded as interdependent vari- 
ables. Society, by its time-preferences, gives the rela- 
tive social valuation of goods directly and indirectly pro- 
duced. On the basis of these relative valuations, labor 
flows into the two streams as I have indicated. The 
marginal productivity of labor directly applied is there- 
fore a resultant of two forces, social time-preference and 
natural resources. Likewise in the other channel, labor 
meets with resistance from the social time-preference in 
such a way as to retard its flow. The amount that labor 
will receive is then the amount that it can produce by the 
direct mode,—which equals the amount that must be im- 
puted to labor in its indirect mode. The difference between 
the “product”, in Professor Taussig’s use of that term, 
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and the “imputed product” of Professor Clark’s exposi- 
tion, is interest, the measure of the social time-preference. 

I wish also to pick a quarrel with Professor Taussig 
in his reference to a theory of wages, found, as he puts it, 
“in some of the earlier German text books.” Now that 
theory, as I understand it, is no more than a bargain 
theory of wages. In the form in which I still feel justi- 
fied in giving it to my own students, as the last word in 
theory, it runs about as follows: There is a lowest limit 
to wages fixed by the cost of subsistence of the workmen. 
Above this lowest limit is a more flexible lower limit, set 
by the long-time influence of the standard of living. There 
is also an upper limit set by the productivity of labor. 
I believe that the meaning of this upper limit can be 
understood most plainly by Professor Clark’s marginal 
analysis. If competition were everywhere perfect, if 
workmen were economists in procreation, these two limits 
would coincide at a point of maximum advantage for all 
the factors of production, given the other elements of our 
economic system as they might then stand. But competi- 
tion is not perfect, and the other assumptions are also in 
great measure unreal. Hence there is between the nor- 
mal lower limit and the normal upper limit a gap, varying 
in width with time and circumstance, in which law and 
trade-union, boycott and strike, bribery and bludgeon do 
their work of fixing the actual wage. And I cannot see 
how we get far from this position, though we accept Pro- 
fessor Taussig’s “competitive margin, broad enough to 
settle the general range of wages.” 

But, finally, I should like to protest against the multi- 
plication of theories designed to avoid unwelcome social 
philosophies based upon the old. It is the business of pure 
economics, of economic theory, to explain, not to justify 
or condemn. I grant that the only ultimate purpose of 
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theory is to afford a basis for weighing, and hence for ac- 
cepting or rejecting, economic systems. But it should not 
be in the mind of the theorist to find a basis of justification 
or condemnation of any particular economic system. 
That is where, as it seems to me, Professor Clark has been 
in very high degree blameworthy. He has given us an ex- 
cellent mode of viewing and explaining the actual work- 
ing of some of the deeper economic forces in our society. 
He has not thereby justified those forces or that society ; 
yet he deliberately claims to have done so. 

Paradoxical as it may sound, Professor Clark’s Distri- 
bution of Wealth equally well supports a theory of revo- 
lution. In his introductory chapter, he tells us that should 
it appear that the workman receives less than he produces, 
many workmen will become revolutionists, and all ought 
to do so. In the book that follows, there is a demonstra- 
tion that in our actual dynamic society, profits must come 
from the product of labor and capital ; and obviously more 
must come from wages than from interest, by reason of 
the greater ignorance and inertia of the working classes. 
Hence, in Professor Clark’s opinion, all workmen should 
be revolutionists, at least in order to introduce the golden 
static age. 

But, seriously, Professor Clark’s claim to have justified 
the existing order is equally illogical. To have proved 
that the capitalist gets in interest what his capital pro- 
duces is not to have proved that the capitalist gets 
what he has earned. To have proved that the landlord 
gets what his land produces is not to have proved that 
the landlord earns his distributive share. This can hard- 
ly require amplification. 

But further still. To have proved that labor gets all 
that labor produces is not to have proved that labor has 
no ground of complaint. It is, at least, conceivable that 
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the workman has a just grievance against a social sys- 
tem which lowers his productive power or forces it in- 
to unwelcome channels. Professor Clark’s analysis 
shows why the prostitute or pugilist may receive more 
in our society than does the priest, but he would hardly 
claim that he has thereby justified the economic system, 
of which prostitution and pugilism are natural economic 
institutions. The marginal productivity of prostitute 
or pugilist, as of other work people, is due, not to Pro- 
fessor Clark’s analysis, but to the economic system of 
which, perhaps, they are a fitting expression. 

I ask then that economists shall spend more time in 
ridding old theories of their illogical and unbased corol- 
laries, and less time in trying to replace or reshape those 
theories because they have been associated with unwel- 
come philosophies. Specifically, I believe that Professor 
Taussig would have rendered a greater service by giving 
his time and talent to warning economists and laymen 
against the improper application of Clark’s very useful 
theory. Economics is not ethics; explanation is not 
justification. 


L. C. MARSHALL: One whose interest does not lie 
primarily, or even largely, in theory is possibly rushing in 
on dangerous ground in discussing as abstract a bit of 
theory as this before us today. I take it, however, that 
our theories are framed not for the intellectual delight of 
the priests of the temple but rather for the guidance, in 
this confusing period of transition and readjustment in 
economics, of that great body called the public. From 
this point of view, the worker in so-called “applied eco- 
nomics” may properly speak. 

A scholar skilled in exposition has placed before us in 
brief compass a theory of wages which raises most of the 
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fundamental problems of distribution. To comment 
upon all of the points he has raised is obviously impossible. 
Many of these points will be granted by all to be well 
taken; others, while questioned, must be granted to carry 
the author’s usual suggestiveness; all have been pre- 
sented most effectively. Covering so vast a subject in 
such a limited time, Professor Taussig has, of course, 
been forced to leave many things to be implied, and a re- 
viewer may well have misapprehended his positions. If, 
however, the present reviewer has properly grasped the 
doctrine presented, it seems to him that it may well be 
questioned (1) whether this theory is not founded upon 
an assumption of more than doubtful validity; (2) 
whether, in final results, it makes any substantial advance 
over the theories it purports to reject; (3) whether, in 
its general tendencies, it may not serve still further to 
becloud issues and thus increase the discontent which 
practical men already have with economic theory. 

1. This “discounted marginal productivity” theory 
of wages is built upon the assumption that all product is 
produced by labor alone. To quote, “the whole product 
is due to labor labor is the essential agent in pro- 
duction and neither land nor capital produces anything 

I have always believed that the socialists used 
tenable language in saying that labor produces all.”? 
Surely, this is a doubtful foundation upon which to erect 
a theory of wages. It need not be pointed out in this 
presence that such a doctrine has often been advanced 
and as constantly rejected, and, as I must think, wisely 
~ * These quotations unmistakably give correctly Professor Taussig’s 
view. His greatest concession is made in a foot-note where he has 
said: “The difference, I believe, is one of phrase only. It signifies 
little whether we say that labor at the margin works side by side 


with natural forces, or say that it simply guides those natural forces 
and is itself the one essential agent in production.” 
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rejected. The position seems to me to be but a matter 
of assumption and definition. The same could be as- 
sumed in the case of land or of capital. Indeed, if a 
choice must be made, is not the case for natural agents, 
as the essential factor of production, stronger than it is 
for labor? Taking Professor Taussig’s own causal 
scheme, could we not push it one step further back and 
contend that the doctrine of evolution has shown that 
natural forces have developed plant life, animal life, and 
finally man who developed tools. Therefore the only 
essential factor in production is these natural agents, or 
land. But at the best, does this not become a matter 
of pure speculation and must not our attitude be deter- 
mined in such cases by the findings of practical life? 
As applied to the industrial world the query as to whether 
land or labor or capital is the essential instrument in 
production is but the old query as to which blade of a 
pair of shears does the cutting. Our business man uses 
the various productive agents with no thought as to how 
they came into existence. He cares only how much they 
add to his product (and so are productive as he sees it) 
compared with their cost. A capital good is not neces- 
sarily productive in proportion to the amount of labor 
expended in the making of it—not even in the long run, 
in this changing industry of ours. This alone, in a 
practical discussion, would justify capital’s being treated 
as a separate factor of production. I fear that the posi- 
tion that labor is the only productive factor is not only 
of doubtful validity but is also apt to divorce economics 
from practical life. Also, it may lead one into danger- 
ous social implications too ramifying and multitudinous 
to be here treated. 

2. Leaving the question whether labor is the essential 
factor of production, does the theory of wages which we 
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are considering make any substantial advance over the 
theories it purports to reject? Apparently, this new 
theory assumes that the other shares are determined 
by independent causes. Rent seems to be the rent that 
Walker taught, profits are either omitted or are zero at 
the margin, and the rate of interest is determined by an 
“independent regulator”, namely, “a marginal rate of 
return necessary in order to induce the postponement of 
gratification to the future’—‘“time preference.” Wage 
is what remains after the capitalist has discounted the 
marginal product of labor, or, since labor produces all, 
wage is what remains after the capitalist has discounted 
the total marginal product, whatever that may mean. 
In other words, the laborer gets the total product less 
that which goes to the other shares, which other shares 
are determined by independent causes. Is this not, as 
regards its broad tendencies, substantially Walker’s resi- 
dual claimant theory with an interest theory more speci- 
fically defined and a profits theory omitted? True, a 
somewhat different route has been used, but have not 
both ways led to the same destination? Did President 
Walker or Professor Taussig use the following lan- 
guage? “Wages and interest are determined 

margin of cultivation Any excess secured on land 
better than the marginal land goes to the land-owner and 
does not affect the return of other persons 

have an independent determination of interest 
Capital secures a normal return.” It is to be remembered 
that the paper under discussion contends that the return 
to capital has remained practically fixed through centu- 
ries ; it implies that this return will continue to be station- 
ary ; it further contends that wages show no such tendency 
to be stationary ; that supply price of labor is of secondary 
importance; that standard of living slowly rises “as a 
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consequence of higher wages rather than as a cause acting” 
to bring about higher wages.’ Can all this mean any- 
thing else than that labor is the residual claimant? Can 
it properly be said, as the proposer of this new theory has 
said, that the residual theory has “dropped out of the line 
of combat”? Can this new theory hope to have its 
results judged by any standards different from those 
which were applied to the Walker theory? In arriving 
at its results has the new theory used methods superior 
to those of Walker? 

When it comes to determining the relation of this new 
theory to the marginal productivity theory, I frankly con- 
fess I am in some doubt. A residual claimant theory 
seems to have been put into marginal productivity cloth- 
ing. Professor Taussig’s questioning of the marginal 
productivity theory seems to be mainly upon the ground 
that there is no separate productivity. Speaking in 
in physical terms, this may well be true. But it may well 
be doubted whether the most extreme of the productivity 
theorists ever meant to speak in other than economic or 
logical terms. It may well be doubted whether they 
would contend that they could step into a modern com- 
plex industry and work out concretely wages, interest, 
etc., as separate, physical products. It may be doubted 
whether they mean, in substance, anything more than our 
author means when he says that interest is “determined 
proximately by the increase of product resulting from 
the last or marginal application of capital.” To say 
this and yet to say that capital is not productive are things 
I am unable to reconcile. To say that the marginal 
productivity theory cannot be accepted as a definitive 
advance and yet to say that perhaps this new formulation, 
to quote, “is after all only another mode of stating what 
was meant by those who maintain the theory that wages 
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are determined by the specific or imputed product of 
labor and that interest is determined by the specific or 
imputed product of capital,” are again things I cannot 
reconcile. Can it be that all this is but a matter of 
definition and phraseology? Whether this new formula- 
tion really is to be considered “preferable on the ground 
that it purports to do no more than coldly analyze the 
facts of the modern world,” as is contended, will depend 
upon one’s estimate of the doctrine that labor produces 
all, which I cannot but think an unfortunate and unneces- 
sary part of the theory. 

To summarize as regards the relation of this new 
theory to the theories it would supplant, if I have fairly 
interpreted this new theory, it seems to be hoped that its 
proximate results will be considered substantially similar 
to those of the marginal productivity school; its ultimate 
results are unmistakably similar to those of Walker. 

3. One final suggestion. In all our theories we must 
have in mind the guidance of this great public of which 
I spoke earlier. All of us must admit that the old 
“demand and supply” doctrine was inadequately express- 
ed ; that there was truth in the charge that a parrot trained 
to repeat that phrase had some claim to be considered a 
good economist. We must further admit that the keen 
analysis of the marginal productivity theorists has enabled 
us to understand the forces of demand and supply as our 
predecessors never did. Probably their new phrase- 
ology was necessary if we were to be enabled to grasp 
the new ideas. We have, however, paid a heavy price 
in causing the ordinary citizen, whom we cannot expect 
to master our terminology since we cannot master it 
ourselves, to look upon our discussions as doctrinaire 
and confusing. This price we need not have paid had 
this brilliant new analysis been more closely linked to 
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the old nomenclature of demand and supply, which had 
become accepted terms. It has been abundantly shown 
that these new doctrines, even with their new termin- 
ology, may be interpreted as merely an elucidation of 
the fundamental ideas underlying the old doctrine. And 
now I would ask: granted, merely for the sake of the 
argument, that we accept this new “discounted marginal 
productivity” theory of wages, should it not have been 
more closely linked to the old concepts of demand and 
supply in its form of presentation? This simpler method 
would seem to have the more justification since our indus- 
trial phenomena are becoming more and more complex 
and the plain people need guideposts as plain and simple 
as may be. Are we to confound confusion by more new 
terminology? Would the new wine really burst the old 
bottles? Is the new wine, after all, so new? 


J. H. Hotianper: Professor Taussig’s “outline of a 
theory of wages” is a subtle amendment of the prevailing 
productivity theory. In lieu of specific imputed product, 
Professor Taussig proposes as a more accurate wage 
doctrine the formula that wages are determined under 
competitive conditions by the discounted marginal pro- 
duct of labor. The modification is exceedingly plausible. 
If wages are, as the imputation theorists suggest, the 
value equivalent of specific product as represented by 
marginal increment, this very equivalence necessarily im- 
plies a preference of finished over incomplete marginal 
goods. Whether the process of equivalence be effected 
as the older economists believed by an actual advance 
from out a pseudo-wage fund, or whether it be accom- 
plished as the newer writers propose by mere interchange 
from out a fluid loan fund, in either event a measured 
advantage will attach to product over process. The 
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estimation of preference may be something different 
from the particular discount rate to which Professor 
Taussig inclines, namely, the current interest rate as 
determined by the quota of the product allotted to mar- 
ginal abstinence or waiting, but for the present at least 
Professor Taussig’s formula is entitled to attention and 
respect. 

Into the entrancing dialectic, whose inviting vista thus 
stands revealed, I do not propose to enter. Even to one 
whose place is far below the salt, it offers something of 
the allurement of the higher metaphysics or the pure 
mathematics in their controversial aspects. None, more- 
over, is too humble to splinter a lance, where the accout- 
rement is some degree of mental concentration and 
normal reasoning power. 

If check be put upon this impulse, it is because of the 
present speaker’s profound conviction that such an intel- 
lectual exercise, tempting and stimulating though it be, 
does not represent economic inquiry; that neither a 
theory of wages, nor indeed any other economic prin- 
ciple, is to be arrived at by such procedure; and that this 
is attested both by the imperfection of method and by 
the barrenness of result which the marginal productivity 
theory of wages discloses. 

First, as to method: I assume that political economy is 
not to be ranked with metaphysics or pure mathematics 
but with the social sciences proper, and that its scientific 
pursuit involves either deduction with verification or in- 
duction guided by tentative hypothesis—or some degree 
of both. This is not a specific scientific method but the 
method of all positive science. Speculation without full 
and convincing verification is a fundamentally defective 
logic, and it has been in this manner that the marginal 
productivity theory of wages has been formulated. 
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Second, as to result: The concept of a marginal incre- 
ment discounted at a rate determined by the share of 
product allotted to marginal waiting, is a metaphysical 
abstraction twice removed from the phenomena which it 
undertakes to interpret. The marginal product of mar- 
ginal labor is in itself a wide rift from the world of actual 
industrial relations. - But further to refine this by a subtle 
psychological calculus whereby this marginal product be- 
comes a wage payment, takes us far from all semblance 
to real things. 

I do not refer, understand me, to the practical inappli- 
cability of the formula as a theory of wages. A scientific 
doctrine may be, and not infrequently is, perfectly true 
and perfectly useless. My protest rests upon the unreal- 
ity of the concepts. The marginal product of marginal 
labor is something of which wage contracting knows 
nothing, and the discounting of this product by a time 
preference scale carries us to still loftier altitudes of 
metaphysical abstraction. 

It may be said that these are subconscious forces whose 
influence with respect to wage determination is real al- 
though neither visible nor tangible. But the same might 
be alleged of blood pressure or atmospheric moisture in 
relation to the rate of wages. Assumed forces maintain 
their validity in scientific inquiry only when checked and 
confirmed by positive phenomena. 

In the foregoing, I have ventured to castigate a venial 
offense over unoffending shoulders, for attractive as is 
Professor Taussig’s argument, I rejoice to find in his 
paper a certain uneasiness at the conclusion to which he is 
brought. He has created a Frankenstein, only to feel 
some uncertainty as to the utility of what he has fash- 
ioned. This is preéminently as it should be. To one 
who recognizes with Professor Taussig’s hard-headed 
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sanity that the theory of wages—and I quote here—“pur- 
ports to do no more than coldly analyze the facts of the 
modern world”, and further,—quoting again—‘“the first 
business of the economist, though by no means the only 
business, is to analyze the facts and to present as simply 
as he can, without implication or apology, the results of 
his analysis,”—to one, I say whose feet rest so squarely 
on the earth, it is disturbing and cheerless to stand 
sponsor for a wage formula which, however satisfying 
as an exhibit of speculative processes, is defective both in 
the matter of scientific derivation and of practical verifi- 
cation. 

This is not the place even to intimate a positive theory 
of wages, in amendment of that to which consideration 
has been given. I cannot however refrain from alluding 
to Professor Taussig’s alertness as to the actual facts of 
wage relation in his discussion of the influence of the 
laborer’s standard of living upon the normal rate of 
wages. It is along this line, the present writer believes, 
the path blazed by the studies of Adam Smith and more 
notably of Ricardo, that the scientific search for a theory 
of wages will lead. 

It will be a striking instance of retributive justice, nor 
indeed without example in the history of science, if a 
later day investigator shall hereafter arise to proclaim of 
the Jevonian-Austrian school and of their essential dis- 
ciples, in paraphrase of the verdict which the name-father 
registered upon the Ricardians : “It will be seen that those 
able but wrong-headed Austrians shunted the car of econ- 
omic science on to a wrong line, a line, however, on which 
it was further urged towards confusion by their equally 
able and wrong-headed admirers.” 








THE PROBLEMS OF COUNTRY LIFE. 


Rounp TaBLe Discussion; Str Horace PLUNKETT, 
Chairman. 


Horace Piunkett: I shall base my plea for a more 
thorough and systematic study of rural problems upon 
the contention that for many decades we have been guilty, 
unconsciously no doubt, of having gravely neglected one 
side, and that surely an important side, of western civiliza- 
tion. I believe the present attitude of public opinion to- 
ward the old question of town and country is due to 
economic tendencies and social changes, the general 
character and effect of which I must briefly indicate. 

Among western nations the progress of civilization 
has riveted men’s thoughts upon the great centers of in- 
dustry and commerce, where the most startling changes 
have taken place. The dweller in the modern city not 
unnaturally believes that the many and varied improve- 
ments recently effected in its conditions have fully coun- 
teracted the apprehended evils of concentration. He is 
confident that the rapid and cheap transit facilities which 
enable the industrial and commercial classes to live in 
ever-widening suburbs will realize the ideal of rus in urbe. 
What with improved sanitation and physical culture on 
the one hand, and the multiplication of movements for in- 
tellectual advancement and social betterment on the other, 
the townsman of the future is expected to unite the physi- 
cal health and longevity of the Beeotian with the mental 
superiority of the Athenian. 

This somewhat optimistic survey seems to me to 
neglect one important factor. It does not appear to have 
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been sufficiently considered how far the ethical and physi- 
cal health of the modern city has been due to the constant 
influx of fresh blood from the country. At present the 
town makes an irresistible appeal to the spirit of enter- 
prise, to the growing craving for excitement, to the desire 
to live where there is most life. The country is thus the 
reservoir from which the town draws its best citizenship. 
You cannot keep on indefinitely skimming the pan and 
have equally good milk left. In America the drain may 
continue a while longer without the inevitable consequenc- 
es becoming plainly visible; but sooner or later, if the 
balance of trade in this human traffic be not adjusted, the 
raw material out of which urban society is made will be 
seriously deteriorated. When that time comes, the symp- 
toms of national degeneracy will be properly charged 
against those who failed to foresee the evil and treat the 
cause. 

The present attitude of the public mind on this question 
is no doubt due to the same economic causes which evolv- 
ed the modern city and urbanized the thoughts and ac- 
tivities of progressive peoples. The industrial revolution 
which robbed the country of its manufactures, and the 
establishment of “the world market” by improved and 
cheapened transportation, have produced a radical change 
in the relationship between the two sections, rural and 
urban, into which every civilized people is divided. With- 
in the last century every town relied largely on the pro- 
duce of the fields around its walls. The countrymen com- 
ing into the weekly market were the principal customers 
for the wares of the town craftsmen. This simple ex- 
change, as we all know, has developed into the complex 
commercial operations of modern times. Today most 
large towns derive their means of sustenance from the 
food-growing tracts of the whole world; and I doubt 
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whether any are necessarily dependent on the adjoining 
agricultural communities or feel themselves specially con- 
cerned for their welfare. And yet the reciprocity between 
the producers of food and raw material of clothes, on 
the one hand, and manufacturers and general traders of 
the towns, on the other, has not passed; it has actually 
increased since the days of steam and electricity. Town 
consumers are still dependent upon agricultural producers, 
who, in turn, are much larger consumers than formerly of 
all kinds of commodities made in towns. Forty-two per 
cent of materials used in manufacture in the United 
States are from the farm, which also contributes seventy 
per cent of the country’s exports. I say, therefore, that 
the old mutual interest of town and country remains; but 
in the break-up of the personal connection which belonged 
to the local market the sense of the corresponding mutual 
obligation has been lost. 

The process of readjustment has gone on rapidly in 
the cities, but slowly in the country. This is particularly 
true in the matter of business methods. 

The superiority of the business methods of the town 
over those of the country is obvious, but I think it is 
not universally understood wherein that superiority lies. 
What strikes the eye is the material apparatus of busi- 
ness—the telephone, the typewriter, street cars, the ad- 
vertisements, the exchange; all these form an impressive 
contrast with the slow, simple life of the farmer, who very 
likely scratches his accounts on a shingle or keeps them 
in his head. But most of this apparatus is due merely to 
the necessity of swift movement in the concentrated pro- 
cess of exchange and distribution. Such swiftness is 
neither necessary nor possible in the process of isolated 
production. But there is an economic law as applicable 
to rural as to urban pursuits, which has been recognized 
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and obeyed by the farmers of most European countries, 
including Ireland, but has been too little heeded by the 
farmers of the United States and Great Britian. Under 
modern economic conditions things must be done in a 
large way if they are to be done profitably, and this neces- 
sitates resort to combination. 

The advantage which combination gives to the town 
over the country was recognized long before the recent 
economic changes forced men to combine. In the old 
towns of Europe all trades began as strict and exclusive 
corporations. In the eighteenth and nineteenth centuries 
new scientific and economic forces broke up these com- 
binations, which were far too narrow for the growing vol- 
ume of business to be done, and an epoch of competition 
began. The great towns of America opened their busi- 
ness career during this epoch, and have brought the arts 
of competition to a higher perfection than exists in 
Europe. But it has always been known that competition 
did not exclude combination against the consumer ; and it 
is now beginning to be perceived that the fiercer the com- 
petition, the more surely does it lead in the end to such 
combination. 

A trade combination has three principle objects : It aims 
first at improving what I may call the internal business 
methods of the trade itself, by eliminating the waste due 
to competition, by economizing staff, plant, etc., by the 
ready transmission of intelligence, and in other ways. In 
the second place, it aims at strengthening the trade against 
outside interests. These may be of some various kinds; 
but in the typical case we are considering, namely, the 
combination of great middlemen who control exchange 
and distribution, the outside interests are those of the 
producer on one side and the consumer on the other; and 
the trade combination, by its organized unity of action, 
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succeeds in lowering the prices it pays to the unorganized 
producer and in raising the prices it charges to the unor- 
ganized consumer. In the third place, the trade combina- 
tion aims at political control. By various methods it tries 
to influence the course of legislation and administration 
so as to favor its own interests in their relation to other 
interests. I am not now arguing the question whether 
or how far this action on the part of trade combinations 
is morally justifiable. My point is simply that the towns 
have flourished at the expense of the country by the use 
of these methods, and that the countryman must adopt 
them if he is to get his own again. 

This truth will be easily realized if we look for a mo- 
ment into the problem of distribution as it applies to agri- 
cultural produce and see what the essentials of it are. 
This produce finds its chief market in the great cities. 
Their populations must have their food sent in so that 
it can be rapidly distributed; and this requires that the 
consignments must be delivered regularly, in large 
quantities and of such uniform quality that a sample will 
give a correct indication of the whole. 

The fulfillment of these three conditions is not within 
the power of isolated farmers, however large. It is an 
open question whether farmers should themselves under- 
take the distribution of their produce through agencies 
of their own, thus saving the wholesale and possibly the 
retail profits. But unquestionably they should be so well 
organized at home that they can take this course if they 
are unfairly treated by organized middlemen. The Dan- 
ish farmers, who are very highly organized, have estab- 
lished (with government assistance which their organi- 
zation enabled them to secure) a very efficient machinery 
for distributing their butter, bacon, and eggs in the British 
markets. Other European farming communities are be- 
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coming equally well organized, and so will control the 
cost of marketing their produce. But where, as in Ameri- 
ca and the United Kingdom, the town dominates the 
country, the machinery of distribution is owned by the 
business men of the towns and is worked by them in 
their own interests. They naturally take from the un- 
organized producers, as well as from the unorganized 
consumers, the full business value of the service they 
render. With the growing cost of living, this is a matter 
of urgent importance to the towns. In the pending 
cheaper-food campaign, voices are heard calling the 
farmers to account for their uneconomical methods. 





THE PROBLEMS OF COUNTRY LIFE— 
DISCUSSION. 


James Bryce: I regret that I came in so late, having 
been detained by an urgent engagement elsewhere, and 
that I have only been able to hear the last few minutes 
of Sir Horace Plunkett’s address. I am not, therefore, 
in a position to offer any comment upon that address, 
but may venture to say that I am sure from what I 
know of Sir Horace Plunkett’s views that I should en- 
tirely have agreed with what he said, and I might even 
go so far as to say that I should have agreed with what 
Sir Horace Plunkett said that he was going to say, but 
had not time to say. I welcome this opportunity of 
bearing witness to the admirable work which Sir Horace 
has done in Ireland. Sir Horace has spent infinite time 
and labor with admirable patriotism and admirable 
patience in showing the Irish farmers how much more 
they might make of their land than they have hitherto 
done, and in particular how much may be effected by the 
adoption of a cooperative system. Codperation has 
proved very effective in Denmark, and there is no reason 
why it should not work equally well in Ireland. Indeed, 
under the guidance of Sir Horace, an excellent begin- 
ning full of promise has already been made in Ireland. 

On the subject of rural life I need hardly say that I 
am in hearty sympathy with those who desire to make 
it more attractive and to stop that inflow to the cities of 
rural population, which has become a grave evil in 
Europe as well as here. The growth of very large cities 


exceeding a million in population is fraught with many 
17 
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dangers—it is not only dangerous to health, but danger- 
ous from an economic, social, and political point of view 
also. In this country there seems to be no limit to the 
increase of cities with populations which are already 
vast, such as New York and Chicago. Could not some- 
thing be done to make it worth people’s while, worth the 
the while in particular of manufacturers, to withdraw 
from the great cities all those industries which could, 
equally well, be carried on in smaller cities? Twenty 
cities of 50,000 people each were far better than one 
city of a million, and if they were systematically planned, 
the land could be bought so much cheaper both for the 
manufacturing works and for the dwellings of the work- 
ers, that there ought to be a distinct economic advan- 
tage in planting the industry in a smaller city. Is it not 
a great economic loss that workmen coming to their 
work in the centre of a great city should be obliged to 
spend an hour or more than an hour in traveling each 
way, so that possibly from 2% to 3 hours of their whole 
time available for labor is taken up in journeying to and 
from their work—that journeying not being really in 
the nature of rest, such as a man can get at his own 
home. The total loss of working time involved in the 
travel of New York workmen over the great distances 
they have to cover represents an enormous aggregate 
pecuniary loss in the year, and much of this loss is 
surely preventable. Attempts are already being made 
in England to plant cities in the country and establish 
in them industries capable of being carried on as well 
in one place as in another, assuming, of course, that there 
exist, in the spots selected, adequate transportation facil- 
ities. 

Reverting for a moment to the question of codperation, 
it has struck me in traveling in the South that it might 
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be possible to get the small negro farmers to codperate 
and in that way to improve their condition and their 
methods of agriculture. My actual knowledge of the 
conditions there is only that of a passing traveler, but 
the notion, which has probably occurred to many of those 
present, seems to deserve consideration, and I believe 
that Sir Horace Plunkett, whose judgment is of great 
weight in American as well as Irish questions, is of the 
same opinion. 

In his recent very interesting book, entitled “The Story 
of the Negro,” Mr. Booker T. Washington gives an 
instructive instance in which the small farmers did so 
codperate, with excellent results. 


T. N. Carver: The idea, so widely prevalent, that 
the city tends to draw the better elements from the rural 
population, needs some qualification, though there may 
be some truth in it. The probable truth is that the city 
draws the best and the worst from the country. This is 
perhaps due in part to the inherent differences between 
urban and rural industries. Whatever may be true of the 
future, it is true up to the present moment that the 
country is the place of small industrial units, whereas 
the city is the place of large industrial units. This 
means that in the country the average man is his own 
employer, whereas in the city he is the employee of 
somebody else. This in turn is due to certain funda- 
mental conditions affecting the different classes of indus- 
tries. Agriculture is an industry of small units, not 
because there are no advantages in large scale produc- 
tion in agriculture as well as in manufacture, but be- 
cause the disadvantages are out of all proportion to the 
advantages. The disadvantages are due to the difficulty 
of adequate supervision; and they arise from three 
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causes, which may be classified as (a) geometrical, 
(b) seasonal, and (c) temperamental. 

By geometrical difficulties I mean the fact that agri- 
culture on a large scale has to be spread over such a wide 
area of land as to make it difficult for the manager or 
superintendent to keep the whole industrial unit in sight, 
and also for him to get from one part of the establish- 
ment to another. A corn farm employing a thousand 
men would be so difficult to administer, on account of 
these purely geometrical reasons, as to make it less 
efficient than a smaller farm. 

By seasonal difficulties is meant the necessity of 
changing the character of the work on the farm, not 
only from season to season, but from month to month, 
from week to week, from day to day, and sometimes 
from hour to hour. In a factory it is sometimes possible 
to give a man one job and keep him at it indefinitely, so 
that an establishment once organized and started running 
requires no frequent reorganization. On the farm, 
however, where the work changes so frequently, it is 
necessary very frequently to reorganize the work, to 
assign each man to a new task and see that he does it 
properly. In a factory it is possible sometimes to invent 
automatic checking devices so that the efficiency and 
quality of a man’s work are recorded without very close 
supervision. On a farm, however, where the work 
changes so frequently, none of these automatic checking 
devices are possible; and the manager must not only 
assign every man his job, and that very frequently, but 
he must also be able to see that each man’s work is done 
efficiently, and that he keeps at it. Therefore, to manage 
a dozen men on a farm requires executive ability of a 
high order. To manage a hundred would require an 
executive genius equal to that of a railway magnate, a 
military commander, or a merchant prince; while to 
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manage a thousand efficiently enough to compete with 
smaller concerns may be said to be a human impossi- 
bility. By reason of these facts, the small unit, where 
the average man is self-employed and must direct his 
own labor, is the prevailing type in the country. 

But it happens that the pain of continually deciding 
what to do next is very severe to men with little initiative. 
The country is no place for such men, and they naturally 
drift to the cities, where all such questions are settled for 
them by bosses and foremen, aided by automatic checking 
devices. There are left, therefore, in the country the 
men of initiative, of strong individuality, men who do 
not herd together easily, and who are not easily con- 
trolled by a boss or a demagogue. This, therefore, is the 
important qualification which ought to be made to any 
general statement that the city tends to draw away from 
the country its best and most progressive elements. 


Horace Plunkett: What Professor Carver says re- 
garding the individuality of the farmers and the difficul- 
ty of organizing them, is unfortunately true. The farm- 
er, we know, is everywhere the most conservative and in- 
dividualistic of human beings. He dislikes change in 
his methods, and he venerates those which have come 
down to him from his father’s fathers. Whatever else 
he may waste, these traditions he conserves. He does not 
wish to interfere with anybody else’s business, and he is 
fixedly determined that others shall not interfere with 
his. These estimable qualities make agricultural organ- 
ization more difficult in Anglo-Saxon communities than 
in those where clan or tribal instincts seem to survive. I 
may mention, in passing, that I should expect the Negroes 
of the South to be easily organized. It is fair to the 
farmer to admit that his calling does not lend itself easily 
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to associative action. He lives apart; most of his time 
is spent in the open air, and in the evening of the work- 
ing day physical repose is more congenial than mental 
activity. But when all this is said, we have not a com- 
plete explanation of the fact that American and British 
farmers persistently disobey an accepted law and re- 
fuse to follow the almost universal practice of modern 
business. 

In Ireland, where the analagous problem is far more 
urgent, we have an Agricultural Organization Society, 
whose function is merely to show farmers how to re- 
organize their business on codperative lines. We have to 
work against difficulties which have no counterpart in 
the United States; yet we manage to make steady pro- 
gress. Organized bodies of farmers are learning how 
to purchase their agricultural requirements of the best 
quality and at the lowest price, and to compete with the 
foreign importer in exercising control over the distribu- 
tion of their butter, eggs, poultry, and other produce in 
the British markets. About half the export of Irish but- 
ter comes from codperative dairying societies. 

But of the many objects for which Irish farmers com- 
bine, that of getting working capital upon more favorable 
terms will perhaps be the most interesting to American 
agriculturists. In the poorest Irish districts a large 
number of codperative credit asociations have been 
formed, mainly with the object of enabling their mem- 
bers to escape from the degrading indebtedness to store- , 
keepers and usurers which is the invariable lot of unor- 
ganized peasantries. These associations borrow upon the 
joint and several unlimited liability of their members. 
They lend money to their members, under rules and regu- 
lations which are designed to meet one of the great finan- 
cial grievances from which all farmers suffer. The 
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ordinary banks lend money to agriculturists for a term 
(generally ninety days) which has been fixed to suit the 
needs of town business. Thus, a farmer borrows money 
to sow a crop and has to repay it before he harvests it; 
or to purchase young cattle, and has to repay before they 
mature and are marketable. The codperative association 
lends only for what is technically called a productive 
purpose—that is, a purpose calculated to make a profit 
for the borrower. Furthermore, the committee. who 
know the character and capacity of the borrower and 
can judge of the soundness of the purpose, fit the term 
of the loan to the requirements of the case. These 
details illustrate my main contention—that one of the 
chief advantages of organization to the farmer is that 
it enables him to do his business in a way that suits him, 
instead of adopting a town-made system unsuited to his 
needs. 

Our Irish codperative movement, taken as a whole, is 
today represented by nearly one thousand farmers’ 
organizations, with an aggregate membership of some 
one hundred thousand persons, mostly heads of families. 
Its business turnover last year was twelve and a half 
million dollars. 





VALUATION OF PUBLIC SERVICE UTILITIES. 
HENRY C. ADAMS. 


There can be no difference of opinion as to the class of 
industries included under public service industries; no 
time, therefore, need be given to the discussion of their 
character or to an explanation of the relation which 
they hold to the industrial or social order. The only per- 
tinent classification of public service industries in view 
of what I have to say is suggested by the fact that some 
are operated upon a perpetual franchise while others are 
operated on frachises which terminate at a specific date; 
this being the case, the question of classification may be 
dropped for the discussion. The technical process of 
making an appraisal of physical properties, or of the 
method of computing franchise values, is of little interest 
to those for whom this paper is prepared; and, for that 
reason, this class of questions also may be passed without 
comment. 

Having thus set aside three of the points which might 
properly claim attention in any complete treatment of the 
subject, we are prepared, without further prefatory re- 
mark, to come at once to the heart of the question ; namely, 
of what use is a valuation of the property of public 
service industries? My reply to this question rests upon 
three propositions : 


1. An authoritative valuation is essential for deter- 
mining the reasonableness of the price paid by the 
public for services rendered. 

2. Without an authoritative valuation it would not 
be possible to administer in an equitable manner 
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laws for the control of the issue of securities by 
public service corporations. 

3. The amount which a public service industry 
should pay annually to the public treasury, commonly, 
though erroneously, called taxes, cannot be deter- 
mined independently of an analysis of the value of 
the industry considered as a commercial concern. 


The above propositions will be considered in the order 

named. 
I. 
Relation of Valuation to Rates. 

It not infrequently happens that a strong policy is 
made to appear weak by being burdened with claims it 
was never intended to carry. Commonly this method of 
weakening the force of an argument is the work of those 
who are opposed to the policy for which it stands; but, 
unfortunately, so far as the valuation of railways is 
concerned, this method is indulged by the professed 
friends as well as by the avowed enemies of valuation. 
The usual argument in support of railway valuation is 
that valuation is necessary for the application of cost 
accounting to transportation services and that cost 
accounting is the only logical and certain means by 
which the reasonableness or unreasonableness of a rate 
can be established. This is no time for a review of the 
limitations of cost accounting, nor is such a review neces- 
sary for the purpose contemplated by this paper. Its 
mention is only justified in order to clear the way for 
constructive analysis along broader lines. Speaking for 
myself, I do not believe that the principles which underlie 
cost accounting are pertinent for the solution of the 
problem of reasonable rates, nor do I have much con- 
fidence in the judgment of experts, whether they be 
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experts in the employ of the carriers or of commissions, 
who claim that they can compute the amount of net 
revenue contributed by a particular rate. This paper 
assumes that it lies beyond the ability of statistics and 
accounts to measure the specific cost of a specific service 
under specific conditions, and if the only argument that 
can be urged in favor of valuation is that it is necessary 
in order to work out the theory of specific costs, that 
argument is indeed weak. Who can defend a propo- 
sition that is urged on the ground of its necessity for the 
attainment of an end which for. other reasons is un- 
attainable? 

What then, it will be asked, is the relation of valuation 
to the determination of reasonable rates, and how may 
that relation be urged in support of a general valuation 
of railway property? In order to answer this question, 
I must restate the cost principle so as to make it both 
reasonable and practicable. That the cost of doing a 
business is an essential element in arriving at a proper 
price for the service rendered, is universally conceded; 
but there are two ways in which the rule of cost may be 
applied. It may be urged, as already indicated, that 
specific cost should be measured against specific service; 
or it may be urged, as seems to many preferable, that 
total cost should be measured against collective service. 
If this latter statement of the rule be accepted, the argu- 
ment for valuation is relieved from the embarassment 
of carrying the questionable claims of cost accounting, 
but is in no way weakened so far as its fundamental pro- 
positions ‘are concerned. This latter application of the 
rule of costs rests upon the assumption that the owners 
of property devoted to the public service are granted 
their constitutional rights, so far as rates are concerned, 
when it is shown that the aggregate of charges for the 
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aggregate of services rendered is adequate to afford a 
reasonable return upon necessary investment. I do not 
know of any case in which this idea, put in exactly this 
way, has received the unqualified approval of the courts. 
The tendency, however, is in this direction; and it is 
upon the importance of the full realization of this ten- 
dency that the argument for valuation must finally rest. 
There is no knowledge at the present time, nor indeed 
any pretense of knowledge, respecting the amount of 
private property invested in public service industries, and 
yet that knowledge is essential in order to enable the 
courts to exercise judgment as to the reasonableness of 
rates in the manner in which they say it must be ex- 
ercised. 

All this seems elemental and convincing. The im- 
pression, however, will be strengthened if we consider 
for a moment the kind of information with which the 
courts must now content themselves in the application of 
the rule laid down. The only general statement relative 
to property furnished by a corporation is found in the 
balance sheet ; that is to say, in the statement of corpor- 
ate assets and corporate liabilities. As matters stand in 
this country, the outstanding securities of a corporation 
can not be accepted as a measure of the property which 
should be supported by contributions from the public. 
Were this true, there would be no question of over- or 
under-capitalization. Nor can the market value of the 
securities serve as a measure of the investment which 
may reasonably claim support at the hands of the public, 
for the reason that the market price is a price which 
depends upon an existing schedule of rates and can not, 
therefore, be accepted in testing a rate schedule. 

Many illustrations might be submitted showing that 
neither the par nor the market value of securities is a 
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measure of value to be supported by public contributions, 
but I shall content myself with a single class of cases. 
What can be said of an electric railway operating upon 
a limited franchise which sells securities to the full extent 
of what its commercial value would be if it had a per- 
petual franchise? What court in computing the cost 
of service would feel itself warranted in allowing an 
interest charge upon the full amount of such an issue of 
securities? These questions are too simple to require 
specific answer, and yet it is the rule rather than the 
exception that corporations which operate upon limited 
franchises received from municipalities issue securities 
far beyond the present value of the property, were that 
value to be computed in view of the fact that all rights 
of operation are to cease at a specific date. In this class 
of cases it is beyond question that outstanding securities 
are no measure of the property which has constitutional 
right as against the reduction of rates or charges, and the 
same conclusion would follow the discussion of any 
other class of cases. We may, therefore, pass without 
further comment the suggestion that the amount of out- 
standing securities is a measure of the property which 
the constitution had in mind when it says that property 
can not be taken without due process of law. 

The case is not much better if we turn to the debit side 
of the balance sheet. It is true that the first item men- 
tioned among assets is “cost of property” and, provided 
the accounts of the corporation have been properly kept 
from the beginning, commissions and courts would be 
able to read from the asset side of the balance sheet a 
hgure which would properly express the constitutional 
definition of the value of the property; but as the Inter- 
state Commerce Commission said in its twenty-second 
annual report to Congress: ”No court, or commission, 
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or accountant, or financial writer would for a moment 
consider that the present balance sheet statements pur- 
porting to give the cost of property suggest even in a re- 
mote degree a reliable measure either of money invested or 
of the present value.” This may be regarded as a sweep- 
ing statement, but no one acquainted with the financial his- 
tory of great corporations or with the financial account- 
ing of public service industries would venture to question 
its truth. In many cases the construction account bears 
no relation to the cost statement of the company that 
holds the title; in many cases physical property has been 
abandoned without corresponding credits on the property 
ledger; in many cases improvements have been made 
from revenue without charges to the property accounts ; 
in many cases consolidations and reorganizations have 
been carried through without regard to the physical pro- 
perties concerned or to the equities of the original in- 
vestors ; in many cases, indeed in most cases, the amount 
entered as cost of property is simply the par value of 
securities set up as an asset. Such being the situation, 
the balance sheet statement of cost of property is even 
less acceptable as a basis for working out the constitu- 
tional rule relative to the reasonableness of rates than 
the balance sheet statement of outstanding securities. 
There are no other figures, however, furnished by the 
carriers which have any bearing whatever upon the con- 
stitutional definition of property, and, if the rule pro- 
posed by the courts relative to the reasonableness of rates 
charged by public service industries is to become a practi- 
cal rule, it is essential that the government should under- 
take such an analysis of properties concerned as will 
enable the rule to be worked out in a reasonable manner. 
Looked at from this point of view, the problem of 
valuation is much broader than any particular program or 











190 American Economic Association 


method of computation. It is rather an essential element 
in an existing situation. It is the next great step for 
which Congress must provide in order to realize that 
theory of supervisory control contemplated by the Act to 
Regulate Commerce as amended in 1906. 

The above argument for valuation is greatly strength- 
ened, when the question of reasonable rates is considered 
in connection with the fact that corporations engaged in 
the business of transportation are not all of the same 
class, and that any rule which might be equitable as ap- 
plied to one class would lead to unjust and indefensibe 
results if applied to another class. The situation here re- 
ferred to, as well as the ideal which lies back of this argu- 
ment for valuation, holds true in any large railway system 
created by the consolidation of previously competing lines. 
An analysis of such a system would show a gradation of 
lines beginning with those which are incapable of support- 
ing themselves at the rates which are allowed and ending 
with those which, according to any conceivable rule for as- 
signing revenues, show a revenue in excess of what would 
be necessary if the constitutional rule of reasonable rates 
were applied exclusively to lines of the highest class. It is 
commonly conceded as one of the social benefits of consol- 
idation that territories, which, considered by themselves, 
could not support a railway on the basis of accepted rate 
schedules, are provided with transportation facilities be- 
cause the lines which serve them are integral parts of a 
great system. This beneficent social result of consolida- 
tion, however, implies the annihilation of competition so 
far as the several classes of railways which make up a 
great railway system are concerned, and at this point our 
illustration ceases to reflect the conditions with which 
commissions are called upon to deal. It is one purpose of 
supervision by commissions to perpetuate the conditions 





Valuation of Public Service Utilities Ig! 


of competition in the business of transportation. This 
cannot be accomplished unless the agencies of govern- 
mental control recognize the fact that the railways with 
which they deal are of different classes and that a rate 
which would be reasonable for the roads most favorably 
situated would result in the bankruptcy of lines operating 
under inferior conditions. This is the situation, and it is 
largely because of the fact that inferior and superior rail- 
ways are in competition for the same traffic that commis- 
sions and courts encounter serious difficulties in determin- 
ing the reasonableness of a rate submitted in a specific 
case. This line of reasoning carried to its logical result 
would warrant the statement that there is no such thing 
as a reasonable rate per se. Every rate must be judged 
according to the place it occupies in a schedule of rates, 
and a schedule of rates for any particular carrier, in its 
turn must be jduged according to the relation which it 
bears to the schedule of rates appropriate for other and 
competing carriers. 

If considerations of this sort be accepted, it seems an 
essential part of any program for arriving at tenable 
conclusions relative to rates, to classify all common car- 
riers, and to measure by some appropriate method the 
differences which exist between the various classes. Sev- 
eral lines of classification might be suggested but none of 
them is as simple, nor will prove to be as convincing, as a 
classification resting upon an analytical valuation of rail- 
way properties. In order to deal justly by those who 
invest in public service industries on the one hand, and by 
the different communities served by railways of different 
classes on the other, it is essential that legislators and 
commissions should exercise reasonable discrimination. 
This cannot be done unless the railway system is held in 
mind in its entirety, and perhaps one of the prime argu- 
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ments in support of a valuation of railway property 
springs from the fact that out of such a valuation there 
would emerge a comprehensive and at the same time a 
detailed picture of the railways of the country con- 
sidered as a whole. The railway system of the United 
States is a unit and must be treated as a unit; at the same 
time it is made up of many parts, each of which has its 
peculiar interest and renders its peculiar service. How 
is it possible to deal in a discriminating manner with 
such a situation in the absence of comprehensive and 
detailed information as to the physical and commercial 
elements that make up that great system? This argu- 
ment for valuation will be regarded as a weak argument 
by those who still insist on the morselization of trans- 
portation industries; it will be regarded as a strong 
argument, however, by those who regard the problem in 
a broad and comprehensive manner. 


II. 
Relation of Valuation to Capitalization. 

The second argument in support of valuation rests upon 
the claim that an authoritative valuation is necessary in 
order to administer laws for the control of the amount of 
securities to be issued by public service industries in a 
manner equitable alike to the public and to the corpor- 
ations. The consideration of this argument, however, 
is omitted for the reason that even its cursory discus- 
sion would extend this paper beyond the prescribed 
limits. 

ITI. 
Relation of Valuation to Taxation. 


I shall not enter upon a discussion of the problem of 
railway taxation farther than to suggest the necessity of 





Valuation of Public Service Utilities 193 


an analyzed statement of values for its successful solution. 
The economist is familiar with the phrase, differential 
profit, and nowhere does the line of reasoning to which 
this phrase is related promise more far-reaching results 
than when the amount to be contributed to the public treas- 
ury by railways and other public service industries is under 
consideration. If what was said above relative to classi- 
fication be accepted, it follows without question that the 
basis of a reasonable set of rate schedules for railways 
must be a schedule which will enable all roads which 
render a useful service to live and prosper. Any other 
conclusion would mean that certain parts of this country 
would not be provided with railway facilities necessary 
for their social life and industrial development. It is, 
however, evident that a set of rate schedules adjusted to 
this idea would contribute a revenue in excess of reason- 
able revenue to other roads more favorably situated. 
That is to say, these roads would be in the permanent 
enjoyment of a surplus profit over the constitutional 
limit. For myself, I cannot evade the conclusion that 
equity, as between various classes of roads, can never 
be attained until all the excess of revenue over the con- 
stitutional limit be made a contribution to the public 
treasury, and that this contribution be made as a substi- 
tute for all taxes of all kinds and all sorts. To work 
out this idea, or indeed to work toward this ideal, even 
under the form of a general property tax, calls for a 
properly analyzed and properly classified valuation of rail- 
way property. 

The same thought may be stated in another way. 
Students of finance are familiar with what is known as 
the doctrine of “amortization”, which, simply stated, 
means that a tax imposed upon property (under certain 
conditions) will be capitalized and the capitalized amount 
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will be deducted from its valuation to arrive at its selling 
price. If this be true, it is evident that the taxation of 
property implies a partnership between the government 
and the individual who holds the title to the property taxed. 
It is further evident that the balance sheet of a tax- 
payer, in case he keep a set of books, would fail to show, 
for example, that portion of the value which pertains to 
government,—that is to say, the capitalization of the 
annual tax. In the case of property subject to frequent 
purchase and sale, there is an automatic separation of the 
value which pertains to the public and that which per- 
tains to the individual in his private capacity ; in the case 
of public service industries, however, for whose pro- 
perty, considered as an industrial unit, there is no market 
and consequently no market price, it is not possible to 
rely upon purchase and sale to distinguish between that 
portion of value which pertains to the public and that 
which, in equity, pertains to the corporation. A formal 
valuation, therefore, is necessary in order to accomplish 
the result for public service industries which is auto- 
matically accomplished through commercial agencies in 
industries which are exposed to the control of commer- 
cial competition. 

In the case of public service industries, however, the 
government is a partner in a peculiar sense. The muni- 
cipalities furnish the streets for the operation of electric 
railways. They grant exclusive rights and assume un- 
usual responsibilities. The industrial situation, also, 
wherever competition is limited in its application or 
works in an abnormal manner, enables industries of the 
class we are now considering to cover in their balance 
sheet statements of property, not only the amount neces- 
sarily contributed by stockholders and bond holders for 
its creation and operation, but amounts which, according 
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to any analysis of the situation from the social point of 
view, belong to the public. It seems highly desirable, 
therefore, in order that the financial relations which exist 
between the public and the corporations engaged in ren- 
dering public services may be clearly understood and 
accurately measured, that a valuation of all properties of 
this class be made; that the amount thus arrived at be 
classified as pertaining to the public and to the corpor- 
ation; and that the contributions from the corporation, 
commonly called taxes, be made the equivalent of a divi- 
dend to the public on its portion of the total value. 

It may at first seem a little extreme to analyze a tax 
into a dividend, but this analysis is not so foreign to 
current economic thinking, nor indeed to the laws in 
many of our states or to some of the early charters upon 
which certain railway corporations are now operating, as 
to warrant its being wholly ignored. At least it may be 
said, and this by itself is conclusive for valuation, that 
the mass of information which would be gathered to- 
gether as the result of a general program of valuation 
would throw light upon many of the dark places which 
now exist when discussing the question of reasonable 
contributions for the support of the state from public 
service industries. 

I have endeavored in this short paper to fix attention 
upon those fundamental propositions of equity and of 
industrial development which are now pressing for 
solution. Valuation is not a panacea. It is not the only 
thing that need be considered when considering the prob- 
lem of public industries. It is, however, in my judg- 
ment, an essential part of any program for the satisfac- 
tory understanding of those complicated relations which 
exist between government and public service industries 
in our modern complicated industrial and political 
organization. 





VALUATION OF PUBLIC SERVICE CORPORA- 
TIONS. 


W. H. WILLIAMS. 


Exchanges of the surplus products of individuals, com- 
munities, and nations constitute commerce. Formerly 
local communities had no market for their surplus 
products and found it necessary to produce all com- 
modities required for the subsistence of their inhabitants. 
Transportation made possible interchanges between com- 
munities and nations, and these interchanges have multi- 
plied as transportation has improved. Productive 
efficiency necessitates local specialization of industrial 
functions, and, in the proportion in which it is successfully 
obtained, does transportation approach perfection. 

It is not in the original cost of a railway, nor in the 
condition in which maintained, but in the extent to which 
it serves to effectuate these interchanges that a railway 
has value. The value of a railway lies, then, not in its 
physical property, but in the use of that property. Value 
begins with use and increases as use increases. 

“But the value of property results from the use to 
which itis put and varies with the profitableness of that 
use, present and prospective, actual and anticipated. 
There is no pecuniary value outside of that which results 
from such use.”? 

The things that secure a broad, extensive, and profit- 
able use are, therefore, the things which give value to a 
railway. Among these are: 


1. The location of the railway with reference to natu- 
al resources producing traffic. If two men were each to 


~*CC,C. & St. L. Ry. v. Backus, 154 U. S. 445. 
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Valuation of Public Service Corporations 197 


start to construct a railway in a country devoid of trans- 
portation facilities, one or the other would, in the exercise 
of a superior judgment, so locate his railway as to obtain 
a more profitable traffic. This is an advantage of judg- 
ment which should apparently receive proper compensa- 
tion. 

2. The location of the route selected with reference 
to economical construction and service. Almost any two 
communities which might exchange traffic are connected 
by several routes, but there is always one route over which 
the railway can be built most economically and perform 
the service at least cost. The route which is superior 
today may become inferior in the near future through the 
development of business to a volume which would war- 
rant construction over a more costly route in order to 
obtain more economical operating conditions. The selec- 
tion of the particular route which, while sufficiently adapt- 
ed to the conditions of the time, also provides as far as 
may be for future growth, and involves a very high type 
of business judgment and one which cannot be enlisted in 
the public service, unless the opportunity for reward is 
left open. The most desirable route at any given time is 
that which gives the greatest traffic per dollar of necessary 
investment. 

3. Suitable construction and equipment. Equipping 
the railway with such terminal facilities, passing tracks, 
rolling stock, and other appliances as are best adapted to 
the needs of the traffic. 

4. Such combination of capital and labor, and efficiency 
of management as will secure the maximum traffic per 
dollar of expenditure. This involves good service, a fair 
wage, reasonable rates, and the maintenance of good re- 
lations with the investing public, employees, shippers, and 
connecting lines. It is a combination of all these factors 
which secures the cheapest cost, the highest wages, and 
the best profits. 


The question is, shall the railways be permitted that 
profit which is the ordinary reward of effective manage- 
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ment, and hope of which is the only means of securing 
the greatest production per dollar expended, or shall 
they be limited to an investment return on the capital 
employed. 

Capital cannot be interested in any undertaking if its 
maximum reward is limited to an investment return 
unless, at the same time, it is reasonably assured that it 
will not get less. Such an assurance cannot be had 
under the conditions at present surrounding our railways. 

While the existence of a railway renders the building 
of another in the same locality less probable, the possi- 
bility of rivalry grows as success becomes assured or 
increases. Previous occupancy gives no prescriptive 
right. This competition is not limited to a parallel line, 
but may be that of a line seeking to market the surplus 
products of a community not served by both. In either 
case the original line suffers a reduction in tonnage, and 
a corresponding loss of revenue unless rates are in- 
creased. This loss may not only prevent any return to 
the investor, but may even cause insolvency. It will 
continue until traffic increases sufficiently to support both 
lines. In like manner competition may develop through 
the combination of two or more existing lines for through 
service, and with the same disastrous results to the invest- 
or in the original railway. Capital, therefore, incurs risks 
which must be compensated if additional capital is to 
be secured, either for the construction of new lines or 
the extension and betterment of those already construct- 
ed—both of which are necessary to handle rapidly 
increasing traffic. 

Further, unless there be a profit beyond the investment 
return, there is no reward for the conception of the 
undertaking, its economical construction, the subsequent 
additions of improved machinery and appliances, the 
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introduction of economies of operation, nor the mainten- 
ance of harmonious relations with the public and con- 
necting lines, all of which are necessary to secure the 
greatest amount of traffic per dollar expended. 

No railway can be required to move any traffic at less 
than the cost of the service performed, plus a fair return 
on the fair value of that which is employed in rendering 
such service. 

Thus, in approaching the question of valuation of rail- 
ways, we must bear in mind that commerce cannot exist 
without transportation facilities; that adequate transpor- 
tation facilities cannot be had unless capital is attracted, 
and unless sufficient inducements are offered to secure 
effective management. 

The following questions present themselves: Can a 
“fair valuation” be made? By what method should it 
be reached? For what practical purposes can it be used? 
By whom should it be undertaken? 

Accurate nomenclature is the beginning of profitable 
discussion. No benefit will result from any argument 
unless the participants have a common understanding of 
the terminology employed. “Valuation” seems to relate 
to “value” and a “railway valuation” would seem to be a 
process of ascertaining “railway value.” Value, how- 
ever, is a ratio in exchange; that is to say, in commerce. 
It is the relation which the law of supply and demand 
has, for the time being, established between one com- 
modity and another. Value, then, is an incident of 
commerce, and cannot exist without it; and to qualify 
the term “value” by the word “commercial” is superfiu- 
ous, for all value must be commercial. When it is pro- 
posed, therefore, to undertake something which is not 
to be a “commercial valuation”, it is plain that the thing 
to be ascertained, whatever it may be, cannot be “value.” 
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The thing now proposed is not new, although its advo- 
cates have been pleased to give it a new name. What 
they are really proposing is to ascertain “cost of repro- 
duction less depreciation.” 

Through laying undue stress upon the present value 
of material in place, much confusion has arisen regarding 
the elements entering into value. This is caused largely 
by using the term “physical valuation” instead of “present 
cost of reproduction.” This confusion has become so 
great that many regard the present value of material in 
place as constituting the only element in such value. 
Little attention has been given to value derived from use. 
It is unfortunate that so well known a phrase as “cost of 
reproduction” should give place to one which is little 
understood and has already proved misleading. 

Nothing is clearer than that the present agitation does 
not contemplate an ascertainment of the actual value of 
the property. 

Census Bulletin No. 21 purported to give a commercial 
valuation of railway operating property in the United 
States in 1904.2 In the introduction, Professor Henry 
C. Adams, Statistician of the Interstate Commerce Com- 
mission, stated that it was based on the two fundamental 

*“The two fundamental consideration by which the market is in- 
fluenced in placing a value upon property when bought or sold, are 
the expectation of income arising from the use of the property, and 
the strategic significance of the property. These two considerations 
are made the basis of the valuation of railway property submit- 
ted in this report. ‘ : , . . . ; . 

“The commercial valuation of railway property, in so far as it de- 
pends on income arising from the sale of transportation, is the re- 
sult, among other things, of an established schedule of freight and 
passenger rates, from which it follows that such a valuation cannot 
be used for determining the reasonableness or unreasonableness of 
the rates in question. The solution of the rate problem demands a 


separate valuation of the physical property.” (H. C. Adams, Census 
Bulletin No. 21, 1904. P. 8.) 
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considerations by which the market is influenced when 
property is bought or sold, namely, the expectation of 
income arising from its use and its strategic significance. 
In May, 1906, Professor Adams quoted the conclusions 
he had expressed in Census Bulletin No. 21, and urged 
an “inventory valuation”, which he also called a “physi- 
cal valuation.’”® 

That the Commission recognized a distinction between 
what they have erroneously termed “physical valuation” 
and what the courts have determined to be “fair value”, 
is clearly indicated in their correspondence in 1908 with 
the Committee on Interstate Commerce of the United 
States Senate. A bill was then pending before the Com- 
mittee directing the Commission to ascertain the “fair 
value” of railway property. They objected to the use 
of the term “fair value’ and asked to have substituted a 
direction providing only for “cost of reproduction.” 


“The bill in question makes use of the phrase ‘fair 
value.” Unless there is some legislative necessity, which 
we do not perceive, we question the advisability of using 
this phrase. 

“It would seem to us preferable to substitute a phrase 
which indicates the fact that Congress desires an inventory 
valuation of railway property. By inventory valuation is 
meant that the property of the several railways shall be 
listed in detail, and that each kind or class of property so 


*“Tf the above distinction be conceded, it is evident that what is 
needed is an inventory by a competent engineer, which would result 
in the classification of the physical elements of railway properties 
and an assignment to each element of its appropriate present value. 

“It is evident that a physical valuation of railway properties might 
be more or might be less than the value computed from earnings on 
the basis of an established schedule of freight and passenger rates, 
and it would be highly desirable from many points of view to deter- 
mine to what extent the physical valuation was more or less than 
the commercial valuation.” (Letter of H. C. Adams to Chairman 
of the Interstate Commerce Commission, May 24, 1906.) 
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listed shall have assigned to it a valuation to be determin- 
ed from the point of view of the contracting engineer 
and not from the point of view of a court or board of 
arbitration which, from the nature of the case, can not 
judge of what is ‘fair value’ except in the light of some 
specific use to be made of the valuation.’”* 


The Commission have presented no argument in support 
of this protest against the determination of the “fair 
value”, nor any definite plan for arriving at the “cost of 
reproduction”, nor have they satisfactorily indicated the 
use to be made thereof if it can be ascertained. Their 
letter suggests that the valuation is not wanted for any 
specific purpose. Their objection to the phrase “fair 
value” is especially difficult to understand in the light of 
their own previous statements and of numerous decisions 
of the courts. In their second annual report (1888) they 


state :® 

“The present value of a railroad property is necessarily 
very largely a matter of opinion only; it depends upon a 
vast number of contingencies and uncertainties. A road 
apparently of great value today may soon become worth- 
less by the opening of a competing line having superior 
advantages, or by the competitive struggles of other lines 
which operate to reduce the income of all; the value of 
a railroad largely results from the personal characteris- 
tics of its officials; the policy pursued by its directors, 
whether conservative and economical or aggressive and 
daring, is a great factor in the determination of the 
current value of the property; a railroad property is not 
necessarily worth what it would cost to replace it, and, 
on the other hand, it may be worth very much more than 
that.” 


thus admitting the existence of many elements other than 


“Letter of the Chairman of the Interstate Commerce Commission 
to Hon. Stephen B. Elkins, Chairman Senate Committee on Inter- 
state Commerce, March 25, 1908. 

*Page 64. 
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“cost of reproduction” that enter into the “fair” value of 
a railway property. Possibly it is because they continue 
to feel that “the present value of a railway property is 
necessarily very largely a matter of opinion only” that 
they do not wish to assume the responsibility of venturing 
an opinion which may, in its use, be so unfair to the 
capital and labor affected. 

The importance of ascertaining their objections to the 
term “fair value” is further emphasized when considered 
in connection with the many expressions of the courts 
in matters affecting the valuation of railway property. 

In the case of Smyth vs. Ames, 169 U. S., 466, the 
Supreme Court, while enumerating a number of items 
entering into the valuation of a railway, said: 


“We do not say that there may not be other matters 
to be regarded in estimating the value of the property.’”* 


*“Tf a railroad corporation has bonded its property for an amount 
that exceeds its fair value, or if its capitalization is largely fictitious, 
it may not impose upon the public the burden of such increased 
rates as may be required for the purpose of realizing profits upon 
such excessive valuation or fictitious capitalization; and the apparent 
value of the property and franchises used by a corporation, as repre- 
sented by its stocks, bonds, and obligations, is not alone to be consid- 
ered when determining the rates that may be reasonably charged.” 
(Smyth v. Ames, 169 U. S., 544). 

“We hold, however, that the basis of all calculations as to the 
reasonableness of rates to be charged by a corporation maintaining 
a highway under legislative sanction must be the fair value of the 
property being used by it for the convenience of the public. And in 
order to ascertain that value, the original cost of construction, the 
amount expended in permanent improvements, (a) the amount and 
market value of its bonds and stock, the present as compared with 
the original cost of construction, (b) the probable earning capacity 
of the property under particular rates prescribed by statute, and the 
sum required to meet operating expenses, are all matters for con- 
sideration, and are to be given such weight as may be just and right 
in each case. We do not say that there may not be other matters 
to be regarded in estimating the value of the property. What the 
company is entitled to ask is a fair return upon the value of that 
which it émploys for the public convenience. On the other hand 
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In the case of the Chicago, etc., R. Co. vs. Minnesota’ 
the Supreme Court emphasized the necessity of treating 
the railway company and the shipper with equal fairness. 

In the case of Metropolitan Trust Company vs. Hous- 
ton & Texas Central Railway (being an appeal from rates 
established by the Commission based on “the estimated 
cost of reproduction of the road”), the court ruled that 
the Commission had underestimated the value of the pro- 
perty, having made no allowance for its favorable loca- 
tion; and that: 


“In view of the advance in prosperity of the country 
through which it runs, and the increment to its value due 
to the settling, seasoning, and permanent establishment of 
the railways, and to the established business and the good 
will connected with its business, which has been establish- 
ed through a long series of years, and all of which ought 
reasonably to be considered in fixing the value of the 
property and the capitalization upon which at least it is 
entitled to earn, and should pay, some returns by way of 
interest or dividends . . . . as popularly expressed, 
the rights of the people—the rights of shippers who use 
it as a carrier—have to be regarded; but, as judicially ex- 
pressed, these last have to be so regarded as not to dis- 
regard the inherent and reasonable rights of the pro- 
jectors, proprietors, and operators of these carriers. 

In countries conditioned as Texas has been and is, such a 
railroad property and business cannot be reproduced, ex- 
cept substantially in the same manner in which this has 
been produced, that is, by judicious selection of location, 
by small beginnings, and gradual advance through a num- 
ber of years, more or less, of unproductive growth. The 
particular location of this road, of course, cannot be re- 
produced, and it cannot be appropriated by another pri- 
vate or quasi-public corporation carrier by the exercise of 
the state’s power of eminent domain. And even if the 


what the public is entitled to demand is that no more be exacted 

from it for the use of a public highway than the services rendered 

by it are reasonably worth.” (Smyth v. Ames, 169 U. S., 546). 
134 U. S., 418. 
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state should proceed to expropriate this property for the 
purpose of taking the same to itself for public use, the 
location of this road cannot be appropriated any more 
than any other property right of a natural person or of a 
corporation can be appropriated without just compensa- 
tion. It is, therefore, not only impracticable, but impos- 
sible, to reproduce this road, in any just sense, or 
according to any fair definition of those terms. And a 
system of rates and charges that looks to a valuation fixed 
on so narrow a basis as that shown to have been adopted 
by the Commission, and so fixed as to return only a fair 
profit upon that valuation, and which permits no account 
for betterments made necessary by the growth of trade, 
seems to me to come clearly within the provision of the 
Fourteenth Amendment to the Constitution of the United 
States, which forbids that a state shall deprive any person 
of property without due process of law.....’’® 


Thus the court not only clearly set forth that the esti- 
mated cost of reproduction of a road is inadequate as a 
basis of railway valuation, but itself suggested some of 


the other elements entering into such valuation. 

In the case of Wilcox et al. vs. The Consolidated Gas 
Company of New York City, the Circuit Court of the 
United States for the Southern District of New York 
undertook a very full discussion of the elements of 
value,® and in these particulars its views were approved 


*90 Fed., 683, 688, 680. 

*“As to the realty, the values assigned are thosé of the time of 
inquiry ; not the cost when the land was acquired for the purposes of 
manufacture, and not the cost to the complainant of so much as 
it acquired when organized in 1884, as a consolidation of several 
other gas manufacturing corporations. 

“It is objected that such method of appraisement seeks to confer 
upon complainant the legal right of earning a fair return upon 
land values which represent no original investment by it, does not 
indicate land especially appropriate for the manufacture of gas, and 
increases apparent assets without increasing earning power. Anal- 
ogous questions arise as to plant, mains, services, and meters; the 
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by the Supreme Court of the United States; the latter 
court saying: 

reported values whereof are the reproductive cost less depreciation, 
and not original cost to the complainant or its predecessors. 

“It appears by undisputed evidence that some of these last items 
of property cost more than new articles of the same kind would 
have cost at the time of inquiry; that some are of designs not now 
favored by the scientific and manufacturing world, so that no one 
now entering upon a similar business would consider it wise to erect 
such machines or obtain such apparatus. In every instance, however, 
the value assigned in the report is what it would cost presently to 
reproduce each item of property, in its present condition, and capa- 
ble of giving service neither better nor worse than it now does. As 
to all of the items enumerated, therefore, from real estate to meters, 
inclusive, the complainant demands a fair return upon the reproduc- 
tive value thereof, which is the same thing as the present value prop- 
erly considered. To vary the statement: Complainant’s arrangements 
for manufacturing and distributing gas are reported to be worth 
the amounts above tabulated if disposed of (in commercial par- 
lance) ‘as they are.’ 

“Upon authority, I consider this method of valuation correct. 
What the court should ascertain is the ‘fair value of the property 
being used’ (Smyth v. Ames, 169 U. S., at p. 546; 18 Sup. Ct., at p. 
434; 42 L. Ed., 819) ; the ‘present’ as compared with ‘original’ cost; 
what complainant ‘employs for the public convenience’ (169 U. S., 
at p. 547; 18 Sup. Ct., at p. 434; 42 L. Ed., 819); and it is also the 
‘value of the property at the time it is being used’ (San Diego 
Land Co. v. National City, 174 U. S., at p. 757; 19 Sup. Ct. at p. 811; 
43 L. Ed., 1154. And see, also, Stanislaus Co. v. San Joaquin Co., 
192 U. S., 201; 24 Sup. Ct., 241; 48 L. Ed., 406). It is impossible to 
observe this continued use of the present tense in these decisions of 
the highest court without feeling that the actual reproductive value 
at the time of inquiry is the first and most important figure to be 
ascertained, and these views are amplified by San Diego Land Co. 
v. Jasper (C. C.), 110 Fed., at page 714, and Cotting v. Kansas City 
Stock Yards (C. C.), 82 Fed., at page 854, where the subject is 
more fully discussed. Upon reason, it seems clear that in solving 
this equation the plus and minus quantities should be cqually con- 
sidered, and appreciation and depreciation treated alike. Nor can 
I conceive of a case to which this procedure is more appropriate 
than the one at bar. The complainant, by itself and some of its 
constituent companies, has been continuously engaged in the gas 
business since 1823. A part of the land in question has been em- 





Valuation of Public Service Corporations 207 


“And we concur with the court below in holding that 
the value of the property is to be determined as of the 


ployed in that business for more than two generations, during which 
time the value of land upon Manhattan Island has increased even 
more rapidly than its pcpulation. So, likewise, the construction ex- 
pense, not only of buildings, but of pipe systems under streets now 
consisting of continuous sheets of asphalt over granite has enor- 
mously advanced. 

“The value of the investment of any manufacturer in plant, fac- 
tory, or goods, or all three, is what his possessions would sell for 
upon a fair transfer from a willing vender to a willing buyer, and 
it can make no difference that such value is affected by the efforts 
of himself or others, by whim or fashion, or (what is really the 
same thing) by the advance of land values in the opinion of the 
buying public. It is equally immaterial that such value is affected 
by difficulties of reproduction. If it be true that a pipe line under 
the City of New York of 1907 is worth more than was a pipe line 
under the City of 1827, then the owner thereof owns that value, 
and that such advance arose wholly or partly from difficulties of 
duplication created by the city itself is a matter of no moment. 
Indeed, the causes of either appreciation or depreciation are alike 
unimportant, if the fact of value be conceded or proved; but that 
ultimate inquiry is oftentimes so difficult that original cost and 
reasons for changes in value become legitimate subjects of investi- 
gation, as checks upon expert estimates or bookkeeping inaccurate 
and perhaps intentionally misleading. Cf. Ames v. Union Pacific R. 
R. (C. C.), 64 Fed., at pages 178, 179. If, fifty years ago, by the 
payment of certain money, one acquired a factory and the land 
appurtenant thereto, and continues today his original business there- 
in, his investment is the factory and the land, not the money original- 
ly paid; and unless his business shows a return equivalent to what 
land and building, or land alone, would give if devoted to other 
purposes (having due regard to cost of change), that man is 
engaged in a losing venture, and is not receiving a fair return from 
his investment, i. ¢., the land and building. The so-called ‘money 
value’ of real or personal property is but a conveniently short 
method of expressing present potential usefulness, and ‘investment’ 
becomes meaningless if construed to mean what the thing invested in 
cost generations ago. Property, whether real or personal, is only 
valuable when useful. Its usefulness commonly depends on the bus- 
iness purposes to which it is or may be applied. Such business is a 
living thing, and may flourish or wither, appreciate or depreciate; but 
whatever happens, its present usefulness, expressed in financial 
terms, must be its value. 
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time when the inquiry is made regarding the rates.’’!° 


“There is no particular rate of compensation which 
must in all cases and in all parts of the country be regarded 
as sufficient for capital invested in business enterprises. 
Such compensation must depend greatly upon circum- 
stances and locality; among other things, the amount of 
risk in business is a most important factor, as well as the 
locality where the business is conducted and the rate ex- 
pected and usually realized there upon investments of a 
somewhat similar nature with regard to the risk attend- 
ing them. There may be other matters which in some 
cases might also be properly taken into account in deter- 
mining the rate which an investor might properly expect 
or hope to receive and which he would be entitled to with- 
out legislative interference. The less risk, the less right 
to any unusual returns upon the investments. One who 
invests his money in a business of a somewhat hazardous 
character is very properly held to have the right to a 
larger return, without legislative interference, than can 
be obtained from an investment in government bonds in 
other perfectly safe security. The man who invested in 

“As applied to a private merchant or manufacturer, the foregoing 
would seem elementary; but some difference is alleged to exist 
where the manufacturer transacts his business only by governmental 
license—whether called a franchise or by another name. Such 
license, however, cannot change an economic law, unless a differ- 
ent rule be prescribed by the terms of the license, which is sometimes 
done. No such unusual conditions exists here, and, in the “absence 
thereof, it is not to be inferred that any American government in- 
tended, when granting a franchise, not only to regulate the business 
transacted thereunder, and reasonably to limit the profits thereof, 
but to prevent the valuation of purely private property in the 
ordinary economic manner, and the property now under consider- 
ation is as much the private property of this complainant as are the 
belongings of any private citizen. Nor can it be inferred that such 
government intended to deny the application of economic laws to 
valuation of increments earned or unearned, while insisting upon 
the usual results thereof in the case of equally unearned, and 
possibly unmerited, depreciation.” (Consolidated Gas Company v. 
City of New York et al., 157 Fed. Rep., 849, 854.) 

* 212 U. S., 52. 
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gas stock in 1823 had a right to look for and obtain, if 
possible, a much greater rate upon his investment than he 
who invested in such property in the City of New York 
years after the risk and danger involved had been almost 
entirely eliminated.”™ 


In Judge Taft’s letter accepting the nomination for the 
presidency, he said: 


“It is clear that the physical value of the railroad and 
its plant is an element to be given weight in determining 
its full value; but the value of the railroad as a going 
concern, including its good will, due to efficiency of ser- 
vice and many other circumstances, may be much greater 
than the value of its tangible property, and it is the former 
that measures the investment on which a fair profit must 
be allowed. Then, too, the question what is a fair profit 
is one involving not only the rate of interest usually earn- 
ed on normally safe investments, but also a sufficient al- 
lowance to make up for the risk of loss both of capital 
and interest in the original outlay. The question of rates 
and the treatment of railroads is one that has two sides. 


The shippers are certainly entitled to reasonable rates; 
but less is an injustice to the carriers . . . . The 
proper conclusion would seem to be that in attempting to 
determine whether the entire schedule of rates of a rail- 
road is excessive, the physical valuation of the road is 
a relevant and important but not necessarily a controlling 


factor. 

Therefore, it would seem only wise and prudent to 
determine, before incurring the enormous expense inci- 
dent to ascertaining the cost of reproduction, what rela- 
tion, if any, it will have to the valuation of, the railway, 
that is, to determine how such cost will be used in arriv- 
ing at value. If it can be used (and I do not today say 
it can), then consideration must be given to the elements 
that enter into the cost of reproduction. The plan now 


“212 U. S., 48. 
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most generally advocated is that which has been followed 
by the several states that have undertaken a valuation of 
railways. Such valuations were undertaken originally 
for taxation purposes. Minnesota recently undertook 
a valuation for rate-making purposes, and Texas for 
controlling the issuance of capital securities. 

There are differences not only in the methods followed 
by the several states, but there are many items which 
as yet have not entered into the valuation by any of the 
states and which should receive proper consideration. 
Among the items that have been ignored or inadequatel 
treated are: , 


1. Cost or Surveys. An expenditure of $250,000 for 
surveys in securing a low-grade line through the Alle- 
gheny or Rocky mountains may save from $5,000,000 to 
$25,000,000 in the ultimate cost of a reasonably low-grade 
line. This necessitates surveying many routes, only one 
of which will be used, yet all must enter into the original 


cost. 

2. Rate or INTEREST DuRING Construction. The 
allowance of 4 per cent is much below the ability of any 
new railway undertaking to secure capital. This rate 
can only be hoped for where new construction is under- 
taken by an existing line whose credit enables it to secure 
money at such a low rate. 

3. Discount on Securities Sotp. Discount is a 
partial capitalization of commercial risk incurred, and it 
increases or decreases in proportion to the probable earn- 
ing power. This practice is justified by long commercial 
usage, and has had judicial sanction. The only question 
is whether discount shall be capitalized and a reasonable 
return thereon allowed, or whether, during the time the 
securities are outstanding, the amount shall be charged 
proportionately each year against income. Taking, for 
example, $20,000,000 five per cent bonds, maturing in 
fifteen years, selling at ninety, this would result in either, 
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(a) Adding to capital account, 
the annual interest charge may con- 
tinue indefinitely to be 5 per cent 
on $20,000,000 or, . . . « $1,000,000 00 

or 

(b) Deducting this discount from 
income account, pro rata, during the 
fifteen years, the annual charge 
would be: 

Annual interest charge 
(5 percent), . . . $1,000,000 00 

Annual amount set 
aside for fifteen years 
to overcome discount 


(not compounded), . 133,333 33 


Total annual charge during each 
of the fifteen years, . . . . $1,133,333 33 


The second plan reduces the ability to pay fair wages, 
to pay a fair return to ng, or to lower rates during 
the twenty years. 

Which pian is likely to secure the lower charge for ser- 
vices rendered? Which is the more likely to attract effi- 
cient labor or capital? If the sinking fund be not 
earned, can the deduction be made? 

4. Cost oF MaTertaL. This must include the in- 
creased cost of placing material on the ground without 
railway facilities for transportation. It is a serious error 
to use a uniform price list for all materials. The source 
of supply must be considered. 

5. Cost or Lasor. Labor in construction work is 
paid a much higher rate than other labor in the same com- 
munity, owing to the temporary character of the service, 
and to the limited supply not meeting the increased de- 
mand produced by such extensive temporary work. Labor 
must be brought in from large labor centers. Boarding 
accommodations must be established and train service in- 





212 American Economic Association 


stalled to transport men between their places of residence 
and their places of work. 

6. EXCAVATION AND EMBANKMENTS. No uniform 
price of earth work can be used. It ignores the varying 
character of the soil and length of haul. 

7. CONTINGENCIES AND CONTRACTORS’ Prorit. The 
allowance of 5 per cent is too small. Usually the con- 
tractor allows not less than 10 per cent profit for himself, 
in addition to an allowance for contingencies, and then his 
loss in one undertaking may wipe out his entire capital. 
For this reason some contracting firms organize a sub- 
sidiary corporation for each important piece of construc- 
tion, thus limiting their liability. Banks, recognizing the 
great risk involved in contracting, are extremely careful 
in loaning money to such undertakings. Not only must 
the item of contingencies, therefore, be sufficiently large 
to guarantee the contractor against loss, but there must 
be some reasonable hope of profit for himself. 

8. Errect oF MACHINERY ON Cost oF CoNSTRUC- 
TION. There have been many improvements in machinery 
and other appliances, which tend to reduce the cost of con- 
struction, since most of the railways were built,— for ex- 
ample, rail-laying machines. : 

g. CarryING CHarceEs. Interest on investment and 
depreciation, if any, of plant prior to time it is placed 
on a self-sustaining basis. Texas makes this allowance in 
determining the cost price for the purpose of controlling 
the issue of capital securities. The Wisconsin Railroad 
Commission has admitted the right of the investor to 
capitalize such interest and depreciation.'? 

*“But new plants are seldom paying at the start. Several years 
are usually required before they obtain a sufficient amount of busi- 
ness or earnings to cover operating expenses, including depreciation 
and a reasonable rate of interest upon the investment. The amount 
by which the earnings fail to meet these requirements may thus 
be regarded as deficits from the operation. These deficits constitute 
the cost of building up the business of the plant. They are as much 
a part of the cost of building up the business as loss of interest 
during the construction of the plant is a part of the cost of its con- 
struction. They are taken into account by those who enter upon 
such undertakings, and if they cannot be recovered in some way, 
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We shall, hereafter, call attention to the relative re- 
placement cost of a new railway and one in existence 
twenty-five years. Assuming that in each case the secur- 
ities were issued for the exact original cost, there is 
then some difference at this time in the relative valuation 
of the railways as between the capital securities and the 
replacement value. 

While extensions of an existing line can, during the 
first year of operation, earn a return on the investment, 
this is almost invariably due to the diversion from some 
other railway of tonnage controlled by an existing line. A 
new railroad, without the advantage of traffic thus di- 
verted, will not earn a return during its first years of 
construction, if indeed it be so fortunate as to earn its 
operating expenses. During these years, therefore, the 
traffic does not meet this depletion in the replacement 
value. This depletion of capital has always been con- 
sidered as a portion of the cost in securing a profitable 
going concern. This being true, it is the cost of new 
material that should be used in determining the present 
valuation of the railways, and not the cost of new mate- 
rial, less depreciation. 

10. Impact AND ADAPTATION. Although other states 
have not made this allowance, Minnesota has done so 
in its valuation for rate making purposes. 
the plant fails by that much to yield reasonable returns upon the 
amount that has been expended upon it and its business. Such 
deficits may be covered either by being regarded as a part of the 
investment and included in the capital upon which interest is allowed, 
or they may be carried until they can be written off when the earnings 
have so grown as to leave a surplus above a reasonable return on 
the investment that is large enough to permit it. When capitalized 
they become a permanent charge on the consumers. When charged 
off from the surplus, they are gradually extinguished. (These facts 
alone, however, do not always furnish the best or most equitable 
basis for the disposal of such deficits.) Whether they should go 
into the capital account, or whether they should be written off, as 
indicated, are questions that largely depend on the circumstances in 
each particular case. (Decision and order of the Railroad Com- 
mission of Wisconsin, issued August 3, 1909, in the case of Hill et al. 
v. Antigo Water Company. Pp. 84 and 8s.) 
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11. Spectra ConpiTions AFFEcTING Cost. Addi- 
tions and betterments made under traffic (and which were 
made for the purpose of increasing the capacity of the 
line) necessarily increase the cost of the work. 

12. THe Cost oF Procress. Railways, in their anx- 
iety to render the most satisfactory and economical serv- 
ice, anticipate the future and substitute better facilities 
and better equipment before the old facilities and equip- 
ment actually require renewal or have become obsolete; 
also before the earnings from traffic would permit the 
writing off of the earlier appliances. 


The following statement by the engineer who made the 
railroad appraisal in Minnesota is of especial interest at 
this point : 

“It is entirely tenable that the value of an economicaily 
constructed, judiciously financed, and efficieritly man- 
aged railway property, or the contra thereof, is not meas- 
ured by its cost; and, for instance, it seems necessary 
to recur to the elementary fact that cost and value are not 


synonymous and that the determination of the present 
value of the physical properties, using reproduction cost 
as a basis, bears no relation to value in the sense of 
utility, or as an investment.”** 


The following paragraph in the report on valuation of 
the roads in Michigan is also of interest: 


“Another potent reason justifying the plan selected, 
as afterwards developed, was the necessity of treating 
the problem strictly as an engineering problem in order 
to obtain uniform results. It was necessary to employ 
a large number of engineers expert in railroad work, 
and while they could agree as engineers they could not 
agree as experts on taxation. It very soon became nec- 
essary to publish an order excluding all thought of taxa- 
tion in connection with the results to be obtained. The 
commissioners required of us only the cost of reproduc- 

* Page 31, Supplement to Annual Report of R. R. and Warehouse 
Commission, year ending November 30, 1908. 
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tion and the present value of a road, reserving to them- 
selves any adjustments of these values that might be 
thought necessary to secure uniformity of taxation.” 


What is the relative value of the physical property of 
a new railway and that of a railway, say, twenty-five 
years old, each having the same net returns from traffic, 
the one being a duplicate of the other? The right of way 
value would necessarily be the same, but the replacement 
value of material and equipment on the older railway 
would be only 50 per cent of that of the new railways, plus 
such salvage value as material may have when retired 
from service. Assuming that, taking into consideration 
the changes in cost of labor and material entering into the 
construction, and the reduction in present market value of 
material on the older road due to wear and tear, the older 
road is valued at only 90 per cent of that of the new 
railway, is the older railway to receive on its return from 
traffic only 90 per cent of the return allowed to the new 
railway? 

The cost of reproduction is a matter of individual opin- 
ion. No engineer in estimating on the several important 
items of construction work for the year will come within 
10 per cent of the total aggregate cost. Many of the 
more important items are frequently underestimated from 
25 to 50 per cent. If experienced engineers, knowing 
the local conditions, cannot estimate the exact cost, how 
can those without special knowledge be expected to do so? 
A very good illustration of this may be had by contrasting 
the original estimates with the ultimate cost of post offices 
and other public buildings. An especially good illustra- 
tion, and one known to all readers of the daily press, is 
that of the Panama Canal. The original estimate of the 
cost of engineering and construction work was $139,705,- 
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200, but the present estimate is $297,766,000,"* and it is 
probable this cost will be greatly exceeded. In the case 
of the Panama Canal, large expenditures have been made 
for engineering in the selection of a route and to deter- 
mine whether a water level or lock canal was the more 
desirable. These expenditures should be added to the 
cost. 

In building a railroad, several routes are surveyed to 
determine the lowest grade that can be secured for a line 
that can be constructed within the sum on which a fair 
return may reasonably be anticipated. These surveys are 
a necessary part of the cost, as otherwise the line secured 
would not be adapted to economical operation and the in- 
creased operating cost would prevent a reasonable return. 
Existing lines, with prevailing heavy grades, were econ- 
omically justified at the time of their construction. Such 
would not have been the case had the traffic originally 
passing over these lines been equivalent to the present 
tonnage. The economic development of the country has 
demanded that the cost of service on such lines be reduced. 
This has necessitated shortening the lines by the elimina- 
tion of sharp curves and the continued reduction of grades 
to such an extent that the increased traffic,secured through 
increased carrying capacity or decreased cost of oper- 
ation through increased tonnage per train, has been suffi- 
cient to pay a fair return on the additional capital 
required. 

Again assuming, but not admitting, that the cost of 
reproduction can be approximately ascertained, let us see 
what its relations would be to (a) the rates charged for 
handling traffic, or (b) to the capital securities outstand- 
ing, or (c) to taxes. 


* Page 18, President’s message to 61st Congress. 
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RATES. 

The Interstate Commerce Commission, even while 
advocating valuation, does not contend that, after it has 
been accomplished, the regulating authority can proceed 
generally to utilize the results as a basis for rate-making. 
In the report which the Commission submitted to Con- 
gress on December 24, 1908, the following appears: 


“It is not essential to this line of thought to express 
full agreement with the extreme advocates of valuation 
whose arguments seem to imply that, if the value of the 
property is known, a reasonable rate can be determined 
by mathematical calculation. Many other considerations 
are involved in the problem, notably the manner in which 
the rate proposed will affect the industrial development 
of the country.’’® 

The foregoing is preceded by the statement that “the 
amount of profit secured to the investment” may be “one 
of the most important considerations” in determining 
rates, but this statement is specifically limited to those 
cases, exceedingly few in number, “in which the reason- 
ableness of a general level or schedule of rates” is 
challenged. But as the proposed valuation would throw 
no light upon the amount of the investment, it would 
shed none upon even these exceptional cases. The real 
investment at any particular time is the “fair” value of 
the property at that time, and it has already been made 
clear that the proposed valuation would bear no definite 
relation to this value. 

The vast majority of the complaints submitted to the 
Interstate Commerce Commission challenge only par- 
ticular rates, or particular groups of rates. Even the 
definitely ascertained value of the property would have 
but small utility in such cases. The question in every 


* Interstate Commerce Commission Report, 1908, pp. 83 and 84. 
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one of them must be whether, in view of the value of the 
particular service, the rate fixed by the carrier bears 
upon that service with disproportionate severity. Pro- 
fessor Adams himself has defined the question in terms 
which, under the present plan of regulation, leave little, 
if any, room for the use of the proposed valuation. In 
an address before the National Convention of Railroad 
Commissioners, held in April, 1893, Professor Adams 
said: 

“The process of rate-making, according to this idea, 
would be as follows: Determine, in the first place, the 
income which a railway corporation actually needs. 
Determine, in the second place, the business which rightly 
belongs to the corporation by virtue of its relation to 
the source and destination of freight. In the third place, 
classify all freight according to a uniform classification. 
The process of rate-making would then be to adjust 
rates to the various classes of freight in such a manner 
that the required gross income may be secured to the 
company and the burden of payment rest as lightly as 
possible on the customers of the railways. The princi- 
ples which lie at the basis of just railway schedules arise 
from a study of the theory of taxation. As in taxation 
payment for the support of government should be in 
proportion to the ability of citizens, so the contribution 
of shippers to the fund necessary to meet the legitimate 
demands of railways should be made from various class- 
es of goods in proportion to their ability to bear the 
charges. If this theory of rate-making be accepted, or, 
indeed, any theory which regards the problem from the 
standpoint of public interest, the determination of rates 
comes to be a purely statistical problem, or, at least, a 
problem that calls for decisions that can be given only 
on the fullest and completest information as to facts.”?® 


Further in the same paper, Professor Adams gives the 
following definition of a just rate: 


* Page 51, Report of Fifth Annual Convention of R. R. Com 
missioners. 
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“A just rate does not mean a rate which a particular 
shipper can pay for particular goods, but rather a rate 
which, when enforced and maintained, entails in a com- 
munity just and commendable results. The question in- 
volved in this controversy is not simply commercial in 
character, it is at the same time a question of public 
policy, and as such, like all questions of a political char- 
acter, demands the fullest and completest knowledge 
respecting it.”’!7 

The foregoing extracts express an idea very similar 
to that conveyed in the annual report of the Commission 
for the year 1895, when the Commission said: 


“To some extent the principles upon which taxation 
rests must be allowed in fixing a just rate; to some ex- 
tent the result of the rate upon the development of indus- 
tries must be taken into the account in all decisions which 
the Commission is called upon to make; to some extent 
every question of transportation involves moral and 
social considerations, so that a just rate can not be de- 
termined independently of the theory of social prog- 
ress.”’18 

We see that even in the suggestions of Professor 
Adams and of the Commission this question of cost of 
reproduction occupies but a very small place in the 
process of determining the reasonableness of a rate. 
There is the classification of commodities (what some of 
the traffic will bear), the relative charges for short and 
long haul, and other elements of cost of service, the effect 
of competition, etc. Thus again do we realize the impor- 
tance of determining the manner in which the Com- 
mission will use the cost of reproduction, if ascertained. 

Passing over the question whether regulation may 
properly impose such a limitation upon gross receipts, it 
must be noted that the ultimate authority, the Supreme 


* Page 52. 
* Interstate Commerce Commission Report, 1895, P. 59. 
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Court of the United States, has declared that the mini- 
mum income that must be permitted is to have reference 
to the “fair value” of the property. As it is not proposed 
to ascertain the “fair value”, it is evident that the results 
of the inquiry would not even furnish a basis for calcu- 
lating the minimum income which regulation must allow. 

Perhaps it may somewhat illuminate the discussion to 
suggest here certain hypothetical questions. Bearing in 
mind that the power to regulate railway charges rests 
wholly upon the fact that the railway is a common 
carrier, and extends no further than the power to control 
the charges of any common carrier, let it be supposed 
that an individual operating an express wagon upon a 
public highway, as a common carrier, has invested in his 
business the sum of $5000, and that he performs, within 
a particular period, five hundred services at a uniform 
rate of $1 per service, and at an operating expense of 50 
per cent of his gross receipts, thus leaving $250, or 5 
per cent for the return to capital. Assuming the rate 
of $1 to be reasonable under these conditions, let us 
inquire :— 

1. Does the rate become unreasonable if the introduc- 
tion of operating economies reduces the operating ratio 
to 25 per cent, leaving 7% per cent for return to capital? 

2. Does the rate become unreasonable if, with no in- 
crease in capital, the number of services and the operat- 
ing expenses are both doubled, with the result that capital 
earns IO per cent? 

3. Upon the additional assumption that one-half of 
the capital was originally borrowed at 5 per cent, does 
the rate become unreasonable if the loan is renewed at 3 
per cent, leaving 7 per cent upon the portion of capital 
ony supplied by the individual conducting the bus- 
iness { 


If any one is disposed to answer the foregoing ques- 
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tions, or any of them, in the affirmative, he should do so 
with a full understanding that his answer commits him 
to the principle that those who engage in public service 
industries are not entitled to the rewards that naturally 
spring from superior management. If the rewards of 
such management are to be confiscated, those who are 
capable of it would do well to devote their capacity and 
industry to other lines of activity. If this doctrine 
should be established, there would be little basis for the 
hope of further improvement in the methods of public 
transportation. Perhaps some one will suggest that the 
proper answer is that the rates do become unreasonable, 
but that the required reduction should not absorb all/ the 
carrier’s gain in either instance. This conclusion would, 
however, approve the confiscation of part of the results 
of superior management, and involves those who adopt 
it in the further difficulty that it requires a determination 
by some government authority of the maximum reward 
to be permitted. Even under the very simple conditions 
of our hypothetical questions the arbitrary and inexact 
nature of such a determination is apparent. With the 
immensely complex and difficult organization of a great 
railway, it is evident that such a method could not be 
applied with any degree of accuracy, and that the effort 
to enforce it must tend to deaden the industry. 

Referring in its opinion, in the case of Marten vs. The 
Louisville and Nashville Railway,?® to the decision of the 
Supreme Court in Smyth vs. Ames, and especially to the 
statement in that case as to the use of “fair value” as a 
means of testing the reasonableness of rates, the Com- 
mission said: 
~ “Tt is even difficult to say what constitutes a reasonable 
rate, and more difficult to give in detail the reasons that 

*9 I. C.C. Rep. 581. 
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lead to that conclusion. Although the Supreme Court 
of the United States has furnished certain rules by which 
to test the reasonableness of transportation charges, and 
although this Commission has endeavored to apply these 
rules, yet, whenever it has interrogated railway officials 
as to whether or not they are governed by them in mak- 
ing rate schedules, they have invariably answered in the 
negative and said that to do so would be impracticable.” 

The truth is, as doubtless occurred to the writer of the 
foregoing opinion, that neither the industries of the 
country aside from the railways, nor the railways them- 
selves, could exist under rates calculated from a “valu- 
ation” upon any such basis as that proposed. No 
method of calculating rates from “valuation”, as the term 
is being used in this discussion, could be devised that 
would result in rates under which either the railways or 
the industries they serve could continue to exist. It is 
not meant by this that there is no case in which such a 
method could be applied without complete disaster, but 
it is asserted that the general adoption of such a method 
of rate-making is impracticable. Although prices and 
rates in every business not effectively monopolized tend 
toward the cost of production, there is no business— 
either wholly private or quasi-public—in which prices or 
rates have or could have a fixed and arbitrary relation to 
cost. The retail merchant may endeavor to add a uni- 
form percentage to the wholesale price of the goods 
which he sells, but this desire always yields in the face 
of competitive conditions, for the price must always be 
one at which the goods will sell. Similarly the railway 
is obliged to sell its wares, and, while there are certain 
elements in their cost of production which it cannot ig- 
nore, the amount of its investment is not among them. 
Under some conditions rates must be made which do not 
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produce what on every other consideration would amount 
to a “fair return upon the fair value of the property.” 

The phrase “what the traffic will bear” is generally 
misconstrued to mean “all that the traffic will bear.” 
What it does mean is, “all that some of the traffic will 
bear.” It can be safely stated that “all the traffic will 
bear” is charged only in cases where it is found necessary 
to make reductions from the normal rate in order to 
permit the traffic to move at all, and that the charge of 
“all the traffic will bear” is not made for the purpose of 
securing an excessive rate for the service performed. 

It is a well recognized rule, subject to few exceptions, 
that rates must be equal upon all routes connecting the 
same points, although it is quite impossible that the value 
of the property, the original cost, or the reproduction 
cost of the property pertaining to the different lines 
should be the same. The exceptions to the rule tend to 
support this contention, for they arise when a less advan- 
tageous line can obtain a satisfactory share of the traffic 
only by making a lower rate; and the most common 
disadvantage supporting such a differential relation is 
that one line operates via a circuitous route—a condition 
implying, along with excessive mileage, higher cost. 
Again, just as the merchant would become bankrupt if 
he allowed his capital to remain invested in goods which 
he refused to sell because the market price had gone below 
the original cost, so a railway constructed under condi- 
tions involving a higher cost than those governing the 
construction of a newer rival, would have no traffic if it 
insisted upon keeping rates at a level determined by the 
amount of its original investment. 

Economic efficiency consists in the ability to produce 
something at a cost which will permit it to be sold, and 
actually to sell it, at a price that leaves a profit to both 
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the seller and the purchaser. Rates for railway service 
must be fixed at such a level that the service obtained by 
the shipper is worth to him something more than he is 
asked to pay for it. Efficient railway management con- 
sists in being able to perform the greatest possible number 
of services at a cost to the railway somewhat lower than 
the rates charged. It is this margin between cost of 
producing transportation and the rates obtained which 
determines the value of the railway property, and it is a 
dangerous delusion which assumes that this relationship 
of cause and effect can be reversed. 


CAPITALIZATION. 


Discussion of the question of capitalization will be 
somewhat clarified if we bear in mind the difference 
between capitalization and capital securities. Too often 
the terms are used as synonyms. During recent years 
capital stock of some of the leading companies has sold 


at a considerable advance over its par value. Let us say 
$150 per share is obtained for stock having a par’ value of 
$100. One hundred and fifty dollars will then represent 
the capitalization, while $100 will represent the capital 
securities. In like manner any surplus earnings which 
have not been paid to the stockholders as dividends, or for 
which they have not received new capital stock, will not 
be reflected in the capital securities of the company, al- 
though continuing in the capital account. It is also 
erroneous to assume that capitalization per mile of road 
or per mile of track can be ascertained by dividing the 
total miles of road or of track respectively into the total 
par value of securities outstanding. The proceeds from 
the sale of a considerable portion of these securities have 
been used in the purchase or development of coal lands, 
timber lands, hotels, or other property, which do not 
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enter into the cost of the road. The net income of rail- 
way companies represents not only the net income from 
the railway property, but also the income from the securi- 
ties held, and from coal and timber lands, hotels, and 
other property not included in the statement of operations 
of the railway. 

Nor will the value of securities correspond with the 
cost of replacement where such securities were issued for 
the purchase of a going concern bought at its fair value. 
The price paid may be more or less than that element of 
value, “the then cost of replacement.” 

While the transportation cost is approximately 50 per 
cent of the total operating expenses, and these expenses 
are directly affected by the train load, it does not neces- 
sarily follow that the earnings applicable to dividends are 
increased in proportion as the train load increases. This 
is only true when additional capital is not required to 
secure such results, otherwise part or all of the saving is 
required to meet the additional fixed charges. The desir- 
ability of increasing the train load depends upon whether 
the resulting saving exceeds the cost of the new capital 
required. It is to realize upon these savings that reduc- 
tions of grades, the construction of additional main and 
passing tracks, of terminal and other facilities, and in- 
creased investments in rolling stock of greater capacity 
are undertaken. 

Note the following statistics of railways reporting to 
the Interstate Commerce Commission : 
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Inasmuch as the percentage of increased second, third, 
and fourth tracks, of yard tracks and sidings, also of 
rolling stock, is greater (much greater) than the in- 
creased percentage of the mileage of first track, it cannot 
be denied that the cost per mile of road has increased, 
especially when we recall that reductions in grade and 
changes in alignment, installation of block signals, in- 
creased weight of rail, heavier bridges, and other better- 
ments, are not reflected in the mileage; that the cost per 
car or locomotive purchased in 1906 is 50 to 60 per cent 
above the cost per car or locomotive purchased in 1896. 
It would, therefore, be erroneous to conclude that a 
wrong has been committed simply because the cost of 
road per mile, or the amount of securities per mile out- 
standing in 1906, was greater than in the year 1896. 

In the past, the policy of railway managements has 
been to make additions and betterments when the antici- 
pated return was sufficient to pay the increased carrying 
charges, even if such return was not likely to be sufficient 
immediately to reimburse the stockholders for the old 
property withdrawn from service, the cost of which 
would not be reflected by any inventory valuation. Nor 
would that portion of the capital securities issued for 
material have its equivalent in an inventory valuation 
which included the material at less than its cost price ; that 
is, where an appraisal of property is taken before the 
property is placed on a self-sustaining basis—a difference 
which can properly be regarded as part of the cost of 
securing a going concern. 

There are doubtless other elements affecting the rela- 
tion between par value of securities outstanding and the 
“cost of reproduction.” All of them should receive full 
consideration. 

The system of accounts promulgated by the Interstate 
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Commerce Commission makes it impossible that cost of 
property and par of outstanding securities should be 
equal. They expressly forbid the capitalization of many 
construction items amounting to $200 or less. Some 
states have recently ordered the equipment of loco- 
motives with electric headlights. While one locomotive 
might be so equipped at a cost of approximately $200, 
to equip five hundred would amount to $10,000. There 
are numerous extensions of existing industrial tracks 
and additions and betterments to existing structures 
which amount to less than $200 for any one item, but, in 
the aggregate, constitute a large expenditure. 

That system establishes depreciation accounts but 
makes no provision for appreciation. It provides for 
the arbitrary withdrawal from the accounts of the cost 
of property prematurely withdrawn from service 
through additions and betterments, undertaken for pur- 
poses of improving the service or more economical 
operation, and does this without regard to whether 
capital has been reimbursed for its investment. It does 
not encourage economical operation but does offer a 
premium to any road which increases the cost of 
property per dollar of revenue received; that is, it 
encourages a result directly contrary to all economic 
principles. It does not encourage competition, but does 
make the strong roads stronger and the weak roads 
weaker. This system of accounts is purely academic, 
and fails to recognize the basis of past practices or pres- 
ent conditions. 

It requires the carriers to pay out of earnings many 
items which should be capitalized. For such of the 
items as represent property “abandoned to make way for 
providing the public with better facilities”, the statisti- 
cian of the Commission admits that there is merit in the 
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argument of the stockholder that the cost of progress 
should be capitalized.2° Notwithstanding this, the 
Commission ignored the claims of the stockholder and 
did so against the unanimous recommendation of the 
railway accounting officers, and without granting any 
formal public hearing. Charging these items to ex- 


”“With regard to Additions and Betterments the situation is 
somewhat different. The general facts relative to this classification 
are well known, and the views of carriers respecting them have been 
compiled. The point of difficulty—that is, the point which makes 
this classification of such paramount importance—pertains to the 
treatment of abandoned property. Shall the value of abandoned 
property be kept in the capital accounts, or shall it be charged off? 
If charged off, shall it be charged to operating expenses or to profit 
and loss? If charged to operating expenses or to profit and loss, shall 
it be by a single entry or prorated through a series of months or 
term of years? If prorated, what principle should govern the 
determination of the period to be covered by such prorating? 

This is the most serious of the technical questions yet raised in the 
development of a uniform system of accounts, and a point in which 
the public as well as the carriers have a vital interest. On the part 
of the public, the argument is strong in support of the proposition 
that the Balance Sheet statement of ‘Cost of Property’ should cover 
only that property actually used in rendering the service of transpor- 
tation, and that abandoned property should therefore be taken out 
of the accounts; but the argument of the stockholder also has merit, 
which is that, inasmuch as the property abandoned was abandoned 
to make way for providing the public with better facilities (for it 
must be held in mind that the question at issue arises in connection 
with additions and betterments), and further, inasmuch as the first 
investment was necessary in order that the second investment might 
be made, it is scarcely just to require the stockholder to sustain the 
entire loss. It seemed appropriate to state this question, not for the 
purpose of discussion, but to call atention to the fact that the work 
of this Division in the development of a system of standard accounts 
for railways has reached a point where further progress requires 
a definite expression of policy on the part of the Commission. A 
sense of equity and an appreciation of business conditions rather 
than legal or accounting technicalities would seem to be the element 
out of which such a policy should be constructed.” (Statistics of 
Railways in the United States, 1907, Interstate Commerce Com- 
mission. ) 
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penses correspondingly reduces the net returns from the 
property. 

A good illustration is the question of increasing the 
tonnage capacity of the track. This can be done either 
by reducing the grades or by building additional main 
tracks. The reduction of grades necessarily involves 
some changes of alignment and, therefore, the abandon- 
ment of portions of the old roadbed. To secure the 
same increase in carrying capacity, the cost of the second 
track and the cost of reducing grades may be approxi- 
mately the same. If the grades are reduced, a large per- 
centage of the cost must be charged to operating expens- 
es. If additional main tracks are constructed, all the cost 
must be capitalized. By reducing the grades, the capacity 
of the line can be doubled and the business handled with 
fewer locomotives and fewer engine and train crews. 
No such reductions can be obtained through the con- 
struction of additional main tracks. 

The system of accounts promulgated by the Commis- 
sion places a premium on the less economical method. 
This impairs the ability of the carriers to pay fair wages 
to employees, to pay a reasonable return to investors, or 
to secure the lowest rates for shippers. 

The shippers of the past derived no benefit from these 
changes, nor would it be possible to collect the cost from 
them. The benefit to shippers through improved service 
begins when such facilities are installed, and continues 
indefinitely. Like the Panama Canal, the charge should, 
therefore, be shared by future generations rather than 
requiring the present generation to pay the entire cost. 

While the public believes that this system secures uni- 
form and accurate results, the opposite is true, and theo- 
retical book entries are substituted for entries of actual 
transactions, which theoretical book entries, raised or 
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lowered at will, can give any result desired, regardless 
of the facts. We have but to understand the Commis- 
sion’s system of accounting to realize the necessity of 
knowing not only the elements which will be permitted 
to enter into cost of reproduction, but also the uses to be 
made of such cost, before committing ourselves to any 
general scheme of valuation. 

The suggested future use of the present cost of repro- 
duction without a reinventory, but by a process of ad- 
dition and subtraction, is equivalent to saying that the 
present cost of reproduction can be ascertained by apply- 
ing a similar process of addition and subtraction to the 
original cost of the property. Neither that plan nor the 
system of accounts promulgated by the Commission gives 
due consideration to the effect on capital caused by the 
premature withdrawal of facilities in the installation of 
betterments for increasing the productive capacity of 
the plant. They provide for the systematic taking away 
from the investor of a portion of the capital which he has 
invested, without in any way securing to him a commen- 
surate return. In no instance do they provide for 
appreciation in either the selling price of real estate or 
in other elements entering into the value of the railway 
as a going concern. What could make the risk to capital 
more extensive? 

The ultimate plan proposed by the Commission con- 
templates a continuance of all actual liabilities the same 
as heretofore, and some theoretical liabilities (or “ac- 
countabilities”, as they are called by some who recog- 
nize the objection to terming them “‘liabilities’’). 

Actual figures will not be continued on the asset side 
of the balance sheet but some theoretical prices and 
figures determined by a “rule of thumb.” The only 
actual cost figures to be continued on the asset side will 
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relate to non-physical property. Thus we see that, al- 
though the Interstate Commerce Act authorized the 
Commission to prescribe a system of accounts that only 
contemplated a record of the acts of the carrier, they 
have attempted a system of control, which would permit 
them to substitute fictitious for actual transactions. 

The Commission has had no duty to perform which 
has been or is likely to become more important than the 
preparation of a system of accounts for the carriers. 
This work was delegated to others. While some carriers 
were consulted by the statistician, those to whom the 
work was delegated made a number of recommendations 
to the Commission which the carriers believed would 
seriously affect their ability to interest capital or improve 
their property to meet the increasing demands of com- 
merce. These recommendations were adopted by the 
Commission against the protest of the carriers, and they 
most emphatically denied the request of the carriers that 
a public hearing be had before the promulgation of any 
system of accounts. 

Professor Adams valued the Michigan Central Rail- 
road in 1900 and again in 1902, and in the latter year 
increased the valuation to the extent of $20,000,000 by 
the simple device of a change of one per cent in the 
interest rate assumed. Professor Adams valued the 
franchises at $18,259,880, while another economist of 
equal distinction, Professor E. R. Johnson of the Uni- 
versity of Pennsylvania and a former Isthmian Canal 
Commissioner, computed the value of the same fran- 
chises as $2,327,000. The methods used were identical 
except as to the interest rate assumed to be applicable. 
No one has yet suggested that the owners of the prop- 
erty would be justified in thus attempting to fool either 
themselves or the public. Is it not more dangerous to 
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place this power with a political body subject to frequent 
change in its membership, which, in its past work 
and public utterances, has claimed to represent the public 
exclusive of the carriers, while admitting that such repre- 
sentation interferes with its ability to be impartial? 
Even while urging an official valuation in their report to 
Congress of December 29, 1909, the Commission refer 
to testimony offered by certain railways and declare that 
until they are permitted to make a valuation: 


“There is no way by which the government can prop- 
erly meet this testimony.’’?* 


Could there be a plainer statement that the proposed 
valuation is to be ex parte and adverse to the carriers? 
Yet the same report urges that the “value” so “estab- 
lished” “shall be binding upon the courts and the Com- 
mission.”’? 


TAXES. 

We have mentioned some elements that cause differ- 
ences between the cost of reproduction and the capital 
securities outstanding. Such differences must also exist 
between valuation for taxation and the par value of 
securities outstanding, or between the valuation for tax- 
ation and the cost of replacement, so long as there is 
continued the present method of assessing property for 
taxation. 

Apparently Professor Adams concedes that, under 
present conditions, the cost of replacement is useless for 
taxation purposes. A new theory of taxation with a 
new name is, therefore, suggested, which, while contem- 
plating a minimum investment return to the weak line, 
would deprive a stronger line of anything over such an 


™ Page 6. 
"Ibid, page 6. 
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investment return, thus taking away all reward for 
effective management, superior economics, and improved 
facilities and methods. Any sum over such maximum 
investment return is not to go to a reduction in the rates, 
but is to be confiscated under the guise of taxation. 

Professor Adams maintains that we must follow the 
English practice of the fifteenth century, when the cor- 
poration was an arm of the state. 


EFFECT ON CAPITAL, LABOR, AND THE USERS OF 
TRANSPORTATION. 


While asserting “that the public is in partnership in 
the public service industries”, the scheme fails to recog- 
nize that all partners are expected to bring something of 
value into the partnership and share proportionately in 
both losses and profits. Professor Adams’s scheme, if 
carried out,would not only cause the investor in railways 
to stand the loss from any possible reduction in the esti- 
mated cost of replacement or in the operation of his 
plant, but would give to the public any profits that might 
arise over and above an investment return. It does not, 
however, contemplate that the users of transportation 
shall share with the railway investors any profits that 
may arise in their business over and above an investment 
return. 

If the plan contemplates that both the minimum and 
maximum return for all lines must be the investment 
return, then the government must arbitrarily raise the 
rate for all lines, in order to secure such return to the 
weaker lines; and these rates must be subject to such 
modifications as are made necessary by changes in the 
volume of traffic and by changing prices in material. 
The rates must at all times be sufficient to secure fair 
wages for employees. These conditions would produce 
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unstable rates, the disadvantage of which, in connection 
with commercial contracts involving prices, is too well 
understood to require discussion here. 

Has capital assumed no risk, and has its reward been 
unduly high? The processes of liquidation through 
which many roads have passed answer the first part of 
this question. The average return today on securities 
outstanding (which members of the Interstate Commerce 
Commission, the President of the United States, and 
other persons of authority have publicly stated undoubt- 
edly represent approximately the present value of the 
properties) is not over 4 per cent. Is this an attractive 
rate for capital, and can the interest of capital be had by 
limiting its return to the investment return, of yesterday 
or today when we consider the continued diminished 
purchasing power of a dollar? The amount of coal 
purchasable for one dollar in 1907, as compared with 
1897, decreased approximately 30 per cent for bituminous 
and 21.43 per cent for anthracite, and wholesale prices 
of other necessaries of life show advances averaging 
nearly 45 per cent. Reversing the proposition, the selling 
prices of products of mining, agriculture, and manu- 
facturing show an increased power to purchase railway 
freight service equivalent to 47.24 per cent for fuel and 
lighting products, 69.19 per cent for farm products, and 
an average of 51.97 per cent for all products. 

A comparison of rates in the United States with those 
of any other country will show that American railways 
have not been unduly exacting, and it is well known that 
the tendency of rates for a series of years in this country 
has been downward. If due weight be given to the de- 
creased purchasing power of the money in which charges 
are paid, it will appear that at no time has this tendency 
been interrupted. Rates of pay of employees have great- 
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ly increased and must continue upward as long as cost 
of living increases. The users of transportation and of 
labor have, therefore, shared in the results obtained from 
economies in operation, which results have only been se- 
cured through the risk taken on the part of capital. 

Money is only a medium of exchange. The investor 
is not interested in the money return from his investment, 
but in the result to be obtained with that money, that is, in 
its purchasing power. With wheat at 50 cents per bushel, 
the return on a $1000 5 per cent bond, selling at par, 
would purchase one hundred bushels, while with wheat 
at $1 per bushel, it would purchase only fifty bushels. 
With the cost of living continually advancing, the pro- 
posed limiting of income from investments in railroads 
must necessarily result in increased burdens upon those 
dependent entirely upon such income for support. It 
must make new investment in these securities unattrac- 
tive so long as capital in other branches of commerce is 
permitted greater returns with equal or less risk. 

The real situation now confronting the country was 
set forth in the reports of the Interstate Commerce Com- 
mission for the years 1906 and 1907, in which they called 
attention to the fact “that the facilities of the carriers 
have not kept pace with the commercial growth of the 
country.’’28 


*™“The extraordinary prosperity which everywhere abounds, with 
the high prices obtainable for all classes of commodities, has so 
stimulated production as to yield a volume of transportation busi- 
ness which far exceeds in the aggregate the carrying capacity of 
the railroads. In a word, the development of private industry has, 
of late, been much more rapid than the increase of railway equip- 
ment. “— 

“In some cases it is simply a lack of cars, in others insufficient 
tracks and motive power, in still others wholly inadequate freight 
yards and terminal facilities. 

“Broadly speaking it does not appear that the existing congestion, 
amounting in many cases to a virtual paralysis of business, results 
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Is it not clear that this situation results from the un- 
fair criticism of railways and that real or threatened 
injustice in dealing with them has caused investments 
in their securities to cease to be attractive to capital? 
This being true, the need of today is not directly to 
stimulate commerce for the purpose of assisting the rail- 
ways, but to encourage capital sufficiently to enable the 
railways at least to meet the just demands of commerce 
and thus to encourage increased production. 

The Interstate Commerce Commission, or at least a 


so much from insufficient car capacity . . . as from the lack of 
adequate tracks and motive power, delays in loading and unloading, 
and terminals far too small for current requirements ‘ 

“A situation of such gravity calls for every remedy that can ‘be 
usefully applied.” (Interstate Commerce Commission Report, 1906, 
F.. 89) 

“The general question of the provision of adequate transportation 
facilities unquestionably merits serious consideration by Congress. 
The whole problem involving insufficient car and track capacity, 
congested terminals, slow train movement and other incidents may 
be said to be due to the fact that the facilities of the carriers have 
not kept pace with the commercial growth of the country. 

“If business undertakings proportionately increase during future 
years, the railroads of the country must add to their tracks, 
cars, and other facilities to an extent difficult to estimate. The 
ability of the carriers to transport traffic measures the profitable 
production of this vast country, with its ninety millions of people, 
abundant capital, and practically unlimited resources. Manifestly 
it is an economic waste for the farm, the mine, or the factory to 
put labor and capital into the production of commodities which 
cannot be transported to market with reasonable dispatch. If the 
present output cannot in many instances be transported except after 
ruinous delays, it is not reasonable to presume that capital will 
readily seek investment in new undertakings. It may conservatively 
be stated that the inadequacy of transportation facilities is little less 
than alarming; that its continution may place an arbitrary limit 
upon the future productivity of the land; and that the solution of 
the difficult financial and physical problems involved is worthy of 
the most earnest thought and effort of all who believe in the full 
development of our country and the largest opportunity for its 
people.” (Interstate Commerce Commission Annual Report, 1907, 
pp. 8 and 9.) 
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distinguished member of it, has already complained that 
its functions, combining as they do duties of legislative, 
executive, and judicial nature, are too complicated and 
inconsistent to be wisely vested in a single tribunal. This 
embarrassment has been recognized, and remarked upon 
also, in executive communications to Congress and else- 
where. Further, the Commission states in its latest re- 
port that it has already so much work upon its hands 
that much of it must needs be delegated to subordinate 
agencies; and it is certain that if the immense labor of 
making any sort of valuation of all public service utilities 
were imposed upon it, it would not be performed by the 
Commission itself, but by some other persons whom it 
would employ for the purpose. They did delegate to 
others so important a matter as a system of accounts 
for carriers. 

Apparently the Commission did not object to under- 
taking an estimate of the “cost of replacement”, but they 
did request of Congress that they be not asked to deter- 
mine the “fair value”, thus raising a question as to their 
ability to use for any specific purpose such “cost of 
replacement”, when ascertained. If it were to be admit- 
ted that some kind of valuation of public service utilities 
should be made, it is not unnatural to suggest that the 
Commission should be spared further confusion of 
diverse duties by vesting the power to make such valua- 
tion in some other agency, whether a committee of Con- 
gress or a special commission which would be able to 
give its undivided attention to that duty, which would 
be found to be of sufficient magnitude to enlist the largest 
capacity of recognized experts. 

It should not be inferred that the railways object to 
having a valuation placed upon their properties. In ef- 
fect such valuations are daily attempted with greater or 
less success by subscribers to new issues of securities, and 
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even by those who invest largely in securities heretofore 
issued. There is, however, serious objection to an incom- 
plete and misleading valuation, bearing the stamp and 
carrying the weight of governmental sanction, which can 
be of no practical advantage to the government, the pub- 
lic, or the railways; but may easily injure the public and 
the railways by disturbing the confidence of the former 
and hampering the activities of the latter. It seems very 
clear that such a valuation as is proposed would be 
wholly useless to the government for any practical pur- 
pose, because it would omit so many factors essential to 
any fair appraisement of the worth of the enterprises as 
going concerns. The only purposes suggested are: (a) 
for rate-making ; (b) for control of security issues; (c) 
for taxation. 

(a) Unless the Supreme Court overrules its well-con- 
sidered decisions herein referred to, such partial valua- 
tion cannot possibly form the basis of determination of 
any rate or rates, general or special. 

(b) No such control is as yet vested in the Commis- 
sion, nor can it be under the federal constitution. There 
can, therefore, be no advantage in securing such a valua- 
tion to facilitate the performance of a function which 
does not now and probably never will exist. 

(c) It is assumed that the taxation referred to is fed- 
eral taxation, with regard to which it may be briefly said: 
(1) A partial and unequal valuation could not be the 
basis of a fair tax. (2) Congress has already elect- 
ed to tax all corporations, including railways, upon their 
net profits; to which a physical valuation can have no 
conceivable relation. (3) If in future other methods of 
taxation should be proposed, to which any valuation is 
relevant, it will then be soon enough to provide for a 
valuation which will harmonize with the system under 
consideration. 





OFFICIAL VALUATIONS OF PRIVATE PROP- 
ERTY 


FREDERICK W. WHITRIDGE 


Some years ago a very rich man who proposed to 
found a great institution of learning in one of the far 
western cities went to Cambridge to see what was being 
done at Harvard. He passed a day or two looking at its 
buildings, libraries, and museums, and inquiring into the 
courses of study and the work carried on. At the end 
of that time he turned to those who were showing him 
about, and said: “Well, gentlemen, what is your whole 
plant worth?” They looked blank, and the millionaire 
reiterated : “What is the value of it—how much did it all 
cost?’ The notion that Harvard University, the product 
of two centuries of time and of the lives and labors of 
thousands of good men, could be valued in money was 
strange ; but the millionaire was insistent upon an answer, 
and one official finally said: “I suppose it cost perhaps 
so and so many millions ;” and the plutocrat turned to his 
wife, who happened to be with him, and said: “Well, 
I guess we can do better than that,” and went 
away quite confident that it was within his power, by the 
mere expenditure of money, to at once produce an insti- 
tution more valuable than Harvard University. 

The Harvard representatives at this conversation could 
not have been more aghast at the millionaire’s question 
than I was when, some months ago, I received from the 
Public Service Commission of this district notice that 
they had undertaken the valuation of the property, tangi- 
ble and intangible, of the street railways of this city, in- 
cluding one of which I happen to be the custodian. 
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-I asked how it was proposed to make the valuation 
and what was the purpose for which it was to be made. 
In various forms I repeated these questions for more 
than a year, without any answer, until one of the com- 
missioners, perhaps inadvertently, said that the purpose 
of the commission was, in brief, “to secure reliable infor- 
mation as to the value of the physical properties of the 
company for the purpose of being in possession of the 
facts necessary or important for its discharge of the 
duties devolving upon it in connection with issues of 
securities, passenger rates, etc.,” and that I must be aware 
of it. That statement, if you please, being made with 
reference to a company of which all the securities had 
already been issued, and to a railroad and a community 
where the most widely known and universally accepted 
fact in respect to street service is that the fare of every 
passenger is fixed at five cents! This statement did not 
enlighten me, and for a long time I could not conceive 
what the commission was driving at. I have, however, 
now discovered what I suppose the most of you knew 
long ago—that the notion of a valuation of public service 
properties originated in the State of Wisconsin, although 
it was first attempted to be applied in Texas, and that in 
Wisconsin there is a statute which provides for such 
valuation, primarily for the purpose of enabling the state 
to fix rates on the steam railroads which would be more 
acceptable to the shippers; and in a recent address by 
Mr. Roemer, a member of the Wisconsin Commission, 
I find the whole philosophy of a state valuation of public 
utilities expounded. 

The New York Commission for this district has appar- 
ently swallowed the Wisconsin doctrine whole, and is 
undertaking to apply it in a state where the Wisconsin 
statutes do not run. Mr. Roemer says that the duty of 
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the valuation imposed upon the commission is the gravest 
and most important of all its functions, and asserts that 
“the value of every security of a public service corpor- 
ation in this state will be determined and perhaps irrevoc- 
ably fixed by the appraisal made by the commission 
of such corporation, upon the credit of which such 
security will be issued. There can be no escape from 
this conclusion. Fair and reasonable as such appraisal 
may be, it will signify to the world that, in the 
future, public utilities in this state will cease to be a 
subject for speculative investment. It will also indicate 
that which is most important, to wit, that actual bona fide 
investments in such concerns, when providently made, 
will be secure under state supervision, and the adequacy 
of the security will be maintained by strict enforcement 
of the law.” These views I shall not undertake to dis- 
cuss. Anybody who holds them is as much beyond the 
reach of any argument at my command as were those 
persons who some years ago believed that the relative 
value of two metals could be fixed by act of Congress. 
Mr. Roemer, however, goes on, as I understand him, to 
point out that the method of valuation—as if there were 
no other—is to have the engineering staff determine the 
“cost of reproduction.” He says: “The engineering staff 
endeavors to determine as accurately as possible the true 
‘cost of reproduction’ of each item of physical property 
included in the inventory. All available evidence is care- 
fully weighed, with a definite purpose of arriving at a 
‘middle-ground’ decision on the value of each detail of 
the property, both as to the ‘cost new’ and the depre- 
ciated or ‘present value’. Throughout its work the atti- 
tude of the staff is carefully guarded against bias of any 
kind, with the intention that the service rendered to the 
commission shall be identical in kind and quality with 
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that of a technical expert chosen independently by the 
court to give expert advice or opinions in technical 
matters.” 

But Mr. Roemer omits to notice that besides the “cost 
of reproduction” there are other measures of ‘value, such 
as market price, original cost, the rental value, all quite 
as efficient as the cost of reproduction. The salient fact 
about all but one of these methods of valuation is that, 
after all, they rest upon the testimony of experts. It is 
all very well to talk of a valuation by the state. That has 
an august sound, but when we come to examine the state- 
ment it shrinks, so that your state valuation is only the 
unsifted judgment or guess of one or more individual 
experts. 

Now, with every respect in the world for science of 
every kind, and for those who are expert in it, I cannot 
but recall a remark made to me by Professor Huxley, of 
whom I was asking an expert opinion for our government 
on a subject which he had studied profoundly, and he 
said to me: “My dear Whitridge, there are, you know, 
three kinds of liars—liars, damned liars, and experts.” 

I remember also, in my early days at the bar, I was 
directed to prepare a brief, based wholly upon expert 
opinions, to show that the Brooklyn Bridge would fall 
down, and in that brief I proved that the molecular 
rearrangement caused by the impact of the heavy traffic 
on the steel of which the bridge was constructed would 
result in a disintegration of that metal and the collapse 
of the bridge. If the theories of molecular action which 
then prevailed still hold true, that bridge may fall down 
at any moment, but fortunately I did not fix a date for 
the catastrophe. 

I remember again that when Mr. Edison first an- 
nounced his project for lighting this city by electricity, a 
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then electrical expert who was facile princeps in his line, 
said to me in the Western Union office: “Why, if Tom 
Edison can do what he says he can do, he needs a copper 
conductor a foot in diameter, which would be heated 
red-hot.” 

I am personally quite unable, therefore, to look upon 
any valuation of anything with the complacency with 
which Mr. Roemer and his school regard a valuation of 
public utilities which rests entirely upon the judgment of 
experts. Assuming, however, that experts are to be de- 
pended upon absolutely, and that it is possible for a public 
body, speaking in the name of the state, to be willing to 
shelter themselves behind expert opinion, it is quite evi- 
dent, from the merest enumeration of the methods of 
valuation, that the conception of value is a very complex 
one, and it is easy to point out the inadequacy of any 
particular abstract method of reaching it. 

The state has thus far generally undertaken to make 
a valuation of private property only for the purposes of 
various kinds of taxation, and it is important to note how 
it is made. In the first place, take the valuation of land, 
of real estate generally. In this country and in others 
where land is freely sold, valuations not only for the 
purposes of taxation, but for the purposes of sale, are 
very common; but such valuations are, so far as I know. 
invariably made with reference to the supposed present or 
prospective market value. Even here it is a common ex- 
perience to find that experts with a full knowledge of the 
sales in the vicinity of a particular piece of property will 
differ widely in their judgment of its value. I recall an 
instance where within a year I asked three of our leading 
real estate firms to appraise a piece of property in the 
center of this city,which was held at about $500,000, and 
those three firms differed from each other in their esti- 
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mates of the value of that property by as much as 
$150,000. 

In our own country and in France, Switzerland, and 
Germany, the governmental valuation of land is never- 
theless common for various purposes, because, as I 
believe, there is a possibility of estimating its market 
value ; but in parts of England and Scotland or wherever 
land is rigidly held, the case is different. The burning 
question in the proposed Budget, which has just thrown 
Great Britain into a general election, is the valuation of 
land. Five hundred different valuation offices are pro- 
posed to be created, and the act provides for twelve or 
thirteen different kinds of valuation, including “incre- 
ment value, site value, principal value, gross value, full 
site value, total value, assessable site value, value for 
agricultural purposes, original site value, and original 
total value.” In the act some of these expressions are 
defined, some are not. One of them is defined and never 
used again in any other part of the bill, and “site value” 
in one clause has a different meaning from “site value” 
in two other clauses. 

As an illustration of the difficulty of valuing land under 
conditions different from our own, I recall a conversation 
which occurred last summer, when an active English poli- 
tician, as modern as anybody in Wisconsin, who was 
shooting with me on a Scotch moor, turned around and, 
looking over the five thousand acres comprised in it, 
asked: “What is the value of this land per acre?” The 
members of the party could not agree, and on reference 
subsequently to the nearest solicitor and land agent, he 
answered: “Well, it is difficult to fix the value of that 
land, because there have been only three sales of pro- 
perty in this valley for at least two hundred and fifty 
years.” 
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In the second place, take the valuation of personal 
property, for the purpose of transfer, inheritance, and 
direct personal property taxes, or the collection of duties. 
I believe that valuation for the purposes of the first three 
of these taxes is invaribly fixed by reference to the 
market price ascertained from the dealers, or published 
quotations; and for the purpose of customs duties the 
valuation is almost invariably fixed by the cost price, al- 
though in the case of personal effects where the cost 
price obviously no longer represents present value, our 
government makes itself ridiculous at least one million 
times a year—or would do so if it complied with the 
law—in the endeavor to make an official valuation of 
such effects on the dock or in the public stores. 

In the third place, take the state valuation of intangi- 
bles like franchises and good-will—for if competition in 
public utilities can be conceived of under the Wisconsin 
doctrine, good-will must be recognized as an element of 
value—and it appears plain that the attempt to make such 
valuations of franchises for the purposes of taxation has 
resulted in this state—and I know nothing of it else- 
where—in nothing short of a monstrous scandal. 
We have a State Board of three persons whose sole 
duty it is to appraise franchises for taxation, which 
has been at work for ten years. The appraisals by this 
board of the street railway franchises in this city have 
been in litigation for nine of these years. The valuations 
have been reduced by the courts about 50 per cent. The 
board has gone gallantly on making its appraisals year 
after year, as if the courts had not spoken, and the courts 
will doubtless continue to perform their appointed task 
of correcting those appraisals. The theory on which this 
board of valuers proceeds, I do not know, because they 
have not announced it, but I know of one instance in 
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which the value of the franchise of a railroad was ap- 
praised by it as $40,000. Just after that appraisal was 
made the railroad, franchise, cars, roadbed, and all appur- 
tenances sold at auction for $500. The board of ap- 
praisers was furnished with an affidavit of the sale at that 
price, and a copy of the decree confirming it, and they 
thereupon reduced the value of the franchise, not to 
nothing, but from $40,000 to $20,000. The labors of this 
particular body of state functionaries, instead of fixing 
values irrevocably, as Mr. Roemer dreams the state will 
do, have only opened a vista of litigation, apparently as 
long before as it is behind. 

All the cases I have so far touched are comparatively 
simple, but when we come to the valuation of a public 
utility containing so many different elements as a street 
railway, an electric light, power, or water plant, the prob- 
lem is vastly complicated, and it is not surprising that the 
Wisconsin philosophers have frankly “funked” the whole 
thing and sought shelter for themselves behind the ex- 
perts, and those gentlemen have in turn taken the line of 
least resistance, and say the value of a public utility is 
what it would cost to reproduce it. Is it? Is it? 

If all experts agreed there would be less difficulty in 
accepting that measure of value, but I see no reason to 
suppose that experts in the employ of the state are any 
more nearly infallible than the experts in the employ of 
the great contractors ; and the merest tyro in affairs knows 
that if bids were asked for the construction of a large 
public utility today, the best contractors you could find 
would vary from 10 to 50 per cent in their bids; and in 
this city I doubt if you could get any bid except for a per- 
centage on cost. Nor is this remarkable in respect to rail- 
ways, for the actual cost of a mile of underground 
electric trolley has varied from $64,000 in Washington 
to about $1,000,000 in New York. 
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Let us suppose, however, that the present cost of repro- 
duction can be got at; it would obviously be unjust, either 
to the investors in the enterprise or to the public, unless it 
could be shown that the march of science had been stayed, 
and the prices of materials and the cost of labor had been 
as “irrevocably” fixed as they are in Mr. Roemer’s vision 
of the world that is to be, and had not, therefore, changed 
since the date of production. The cost of reproduction, 
moreover, takes no cognizance of obsolete portions of a 
plant which contributed to its earning capacity and there- 
fore, as I contend, to its present value. The Third Ave- 
nue Railway, for instance, was a horse railroad, then it 
was a cable railroad, now it is an electric railroad, and its 
security-holders paid their money to construct those 
roads. The first two served their purpose and have 
ceased to exist. The Western Union has, I am informed, 
several millions of bonds outstanding which were issued 


for the money wherewith to lay cables, some of which 
have been lost in the primeval ooze at the bottom of the 


sea. 

Now, if the cost of reproduction is the measure of the 
value of a property, and the aggregate of its securities 
is to be contained within that valuation, I suppose it 
must be a corollary of that proposition that the five 
millions of bonds issued by the Third Avenue for its 
cable plant and the other millions of Western Union 
bonds issued for its extinct cable should be surrendered 
by their owners, and perhaps filed with the statisticians 
of the Public Service Commission. 

Finally, if we suppose that all the proposed valuations 
have been satisfactorily made, we must also suppose 
that civilized society has crystallized, as Mr. Roemer 
with his irrevocability would have us believe, or Mr. 
Bellamy in his romance long ago imagined. If we 
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do not so suppose, it must be conceded that the ex- 
piration of valuable patents, a decrease in population, bad 
times, increased prices of commodities, or competition 
which might lead to the building of a new public utility 
alongside of an old one, may entirely alter the position 
of a public service corporation and change every kind 
of value it may have except that fixed by the state. 

Above all things, science must be chained, otherwise 
after the public service commissions have got everything 
comfortably and “perhaps irrevocably” valued, somebody 
like Mr. Brennan with his monorail and gyroscope car— 
the most wonderful thing I have ever seen—may come 
along and, so far as railways are concerned, upset the 
whole official edifice by revolutionizing the business. 

Notwithstanding all these considerations, it is urged 
as a general principle that it is essential to have an 
authoritative valuation ‘of public service corporations, 
first, to determine the reasonableness of the price paid 
by the public for services rendered, that is, to fix rates; 
second, to enable the laws for the control of the issue 
of securities to be equitably administered ; third, to deter- 
mine the amount to be paid over to the public by 
way of taxes, which cannot be reached without an 
analysis of the value of the industry considered as a 
commercial concern. Professor Adams, who states these 
propositions fairly and moderately, unblushingly dodges 
the details and the methods of valuation, but rests his 
case upon the necessity for an authoritative valuation 
for the purposes specified. This view of the matter rather 
suggests the reply of Lord Chesterfield to the quack who 
was explaining by way of apology that “he must live”, 
and Lord Chesterfield answered cheerfully: “I do not 
recognize the necessity.” 

Certainly the necessity for valuation for any of those 
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purposes is as yet far from general recognition. Only 
two or three states have authorized it, and I had supposed 
the notion that valuation of a common carrier, however 
it might be measured, or the notion that capitalization 
based upon such valuation was a factor in fixing rates, 
was now an expiring delusion. It is the demand for a 
commodity and the price of it which mainly determine the 
freight rate for it, and thus, as a distinguished economist 
has said, the market price of wheat in Liverpool has more 
to do with fixing the freight on wheat between St. Paul 
and New York than the capitalization of the railroads 
between those points. It is quite possible that in a virgin 
land rates might be fixed with a view in part to a return 
on the cost of a newly constructed railroad, or to paying 
interest on the securities which represented that cost; 
but in this country there is no longer any such case, and a 
moment’s reflection is sufficient to show that if two points 
are connected by two railroads, one of which cost or is 
capitalized at $10,000,000 and the other at $25,000,000, 
the rates must be the same on both railroads between 
those two points. 

As respects the second necessity for a valuation men- 
tioned by Professor Adams, I agree that in the case of a 
new enterprise the laws in respect to the issue of securi- 
ties cannot be administered without regard to the value 
of the property, but the measure of value in that case is 
the original cost—there can be no other. To undertake, 
however, to apply that standard to a public utility with 
a long history and a demonstrated earning capacity is 
absurd and impracticable. The measure of value in such 
case is the income or yield, having regard to its perma- 
nence and possible increase, and it is the proved or prob- 
able income of a property also which, in the long 
run, establishes its market price, and, for that mater, 
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the market value of everything else in the world, except 
merchandise and works of art, as to which the demand, 
together with considerations of rarity, beauty, and taste 
or sentiment, intervenes. 

If the value of a property measured by the cost of re- 
production is less than the value of a property measured 
by its fruit or its income, any attempt to limit the securi- 
ties to the amount shown by the first method is tanta- 
mount to confiscation, which our constitution and laws 
do not yet allow. Furthermore, any proposal to limit 
the amount of the income of a property by cutting down 
the amount of its securities on which the income is to be 
paid—and this, I am informed, is the theory of the arch 
and senatorial Wisconsin philosopher—appears to me 
to be undiluted nonsense. 

As to the valuation of a public service industry for pur- 
poses of taxation, I understand that Professor Adams’s 
“analysis of the value of the industry considered as a com- 
mercial concern” means exactly what I mean by saying 
that the value of an industry is measured by its product 
or income, and I only wish the laws in respect to taxa- 
tion recognized that principle. They do not. These are 
the three purposes for which Professor Adams says we 
must, as a matter of general principle, have a system of 
valuation; and the Interstate Commerce Commission 
solemnly asked for an appropriation of $3,000,000 with 
which to “value” all the interstate railroads in the United 
States. 

There is something fascinating about general principles, 
and I can understand how a man may persuade himself 
that, as a matter of principle, there must be a valuation to 
save the courts and officials trouble in doing what he 
thinks they ought to do. It certainly would be a con- 
venience to have a bureau of values, like the standard 
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measures in the mint, to which you could go and find 
out what everything was “perhaps irrevocably” worth. 
But the individual must wither indeed before the state 
can be sufficiently reorganized to offer such conveniences. 
I can only say here: “Beware of general principles.” 
They can only be attained through patient and laborious 
years. They cannot be reached merely by the expression 
of vague desires. They are not to be promulgated by 
every weakling who wants them to lean upon. And 
remember that one of the things which most clearly 
marks the transition from youth to maturity is the 
unwillingness to formulate offhand “general principles.” 

The whole problem of the possibility and desirability 
of making a valuation of a public service corporation 
resolves itself into questions of the method of the valua- 
tion and the purpose for which it is made. I regret that 
it should be gravely discussed merely as necessary for 
the accomplishment of other purposes, because that ap- 
pears to me to be a result of the un-American and, I hope, 
temporary tendency which now prevails, to run to the 
government with every project and every conceivable 
grievance, like my landlady in Berlin thirty years 
ago, who cried out: “The price of meat is frightful, and 
the police ought to do something about it.” 

The people of this country have, I think wisely, made 
up their minds, in consequence of great corporate abuses, 
that public service corporations should be subject to regu- 
lation and, in some respects, control by the state; but 
when I see the laws showered from the legislatures, and 
the indiscriminate volleys of rules and general principles 
from public officials, usually fired through an intellectual 
fog, I cannot help thinking that the heads of the commis- 
sioners, state and interstate, are addled by power, or the 
lust for it, as much as the head of the millionaire who 
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wanted a price on Harvard University was addled by his 
money. 

These officials have great powers and most useful func- 
tions. They are trying to exercise them with zeal and 
honesty, and so far, I believe, desire nothing but the pub- 
lic good. As I consider their labors, however, I remem- 
ber that the great Mommsen once said to me: “Your 
people play pranks in politics and would excuse them 
by their youth”; and really, in many of their endeavors, 
particularly in this matter of valuation, with its irrever- 
ence for facts, they seem to be singing the song of the 
Banderlog who dreamed of 


“Something noble, grand, and good 
Won by simply wishing we could.” 











AN ARGUMENT AGAINST AN OFFICIAL VALU- 
ATION OF RAILROAD PROPERTIES. 


JOSEPH P. COTTON, JR. 


The human mind is a curious instrument—it tends to 
read all the elements of life in terms of dollars. It is to 
me an unthinkable thing to value the Hudson River, the 
Erie Canal, or the New York Central Railroad. All are 
great national highways—and the movement on the last 
may be the greatest. To describe it in terms of dollars, 
by adding together units of replacement cost, is a feat 
of statistical gymnastics. The estimates of the best in- 
formed experts might differ on that valuation by millions 
of dollars. 

If we had to have it done, we should all turn to Mr. 
Adams—warning him, however, that the task was of 
infinite tedium and difficulty. But granted that he has 
in five years—a modest estimate—made an authorita- 
tive valuation of the physical properties of the New 
York Central system, and granted he has had the statis- 
tical joy of adding up his totals, the question is, what 
good is it? 

It would not be surprising if his total addition of unit 
costs were considerably more than the total capitaliza- 
tion of the railroad—not because the capital was not 
watered, but perhaps because the ternjinal and water- 
front properties of the railroad have, because of the 
presence of the railroad itself, vastly increased in money 
value. Indeed, that is going to be one of the inevitable 
“jokers” in railroad valuation if we ever come to it. 

I do not understand that any one supposes that an 
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official valuation of railroads will have any direct rela- 
tion to any specific freight rate. If we had it today, it 
would not aid the Interstate Commerce Commission in 
its decision as to any rate on any commodity between 
specified points. Freight rates are not made with refer- 
- ence to any one principle or theory, and the law of freight 
rates is made up purely of negatives. Nor is an official 
valuation expected to establish any new principle by 
which rates shall bear any mathematical ratio to the cost 
of service. The plan is simply to limit the total reward 
to all railroad investors to a fixed percentage on the 
official valuation of the respective roads. 

For this general theory of valuation and reasonable 
return, Mr. Adams has, in a vague way, judicial author- 
ity. The courts have said that any legislative rate-making 
which denies a fair return on the value of the property 
invested is so far arbitrary as to deny constitutional 
rights and be void, and the courts further indicate 6 per 
cent as a reasonable return in the application of this test. 
Mr. Adams’s plan finds in this definition of the legal 
boundary line of folly in rate-making the basis of his 
system of regulation. 

As to the large steam railroad systems, I think any 
method of limiting the return on the basis of an authori- 
tative physical valuation contains so large an element of 
error as to be unfair. First, such a basis is in its nature 
shifting and uneven; the prices of land and materials 
fluctuate from many causes, and any official valuation 
would be antiquated before it is completed. Second, the 
standard has no element of elasticity which will allow it 
to change with the vibrations of commercial prosperity 
which have so large an effect on railroad earnings. In 
bad times railroad earnings, yielding to commercial con- 
ditions, will fall below any fair fixed rate of return; in 
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good times they cannot rise above it; and good times 
and bad times defy any law of averages which one 
generation can form. 

My objection, then, really is that this program is unwise 
because it fails to bear any relation to the commercial 
facts of railroading. 

Particularly is this so since the capital required for 
American railroads is always changing. Following the 
remarkable prophecy of Mr. Hill, the railroads of America 
demand a constant influx of new capital, not only in the 
pioneer lines of the West tapping new territory and 
building up new communities, but in the East as well. 
That demand for new capital does not bear any definite 
relation to increase of passengers or freight. Tunnels 
are built and to be built, inter-city and suburban lines are 
to be fitted with electricity, great terminals are erected— 
that is the story of American railroading today, even on 
the Atlantic seaboard. Such projects as the tunneling of 
the Hudson River, which can only pay with the develop- 
ment of communities and business which are created by 
the existence of the tunnel itself, may well contain so great 
an element of risk that capital will not go into them on any 
6 per cent return. Even in New York railroading it is 
still necessary to coax the undertaker and the underwriter 
with a stock bonus. I assert with considerable confidence 
that most of our railroads are still in a pioneer stage, and 
that any plan of regulation which will take from them all 
element of speculative return and large rewards to the 
investor will tend to limit railroad progress. 

One other objection weighs strongly against any system 
of railway rate regulation based on physical valuation. 
Railroad systems today are, and under the law must be, 
competitive. That is true in spite of the fact that there 
are few rate wars, but many divisions of territory—true 
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in spite of the fact that competition is not driven to the 
point of extermination. But if railroad rates henceforth 
are to be automatically based on a fixed percentage of 
return on an official valuation, competition will take a 
more sinister turn. Why under this plan must not the 
rates of the less valuable road force down the rates of the 
more valuable, and why therefore must not the more valu- 
able road eventually lose traffic and fail, or operate at an 
unfairly low return? If the parallel lines from New 
York to Philadelphia be valued, why must the result not 
come that one of them ceases to be valuable? And why 
must not such a plan inevitably result in immense re- 
arrangement and disaster, at least in its initial stage, to 
railroad investments, and in its next stage to the absolute 
end of competition between railroads? This idea of 
railroad competition is not perhaps an essentially valuable 
one, but the state governments and the lawgivers seem to 
think it is. In any event, it cannot well exist with a 
limited return in railroad rates based automatically on 
valuations. The main value of the competition that exists 
between railroads today is that it is a spur to new enter- 
prise, and that advantage should not be lightly discarded. 

You will see that what I have said applies much less 
strongly to the official valuation of other monopolies, 
like municipal water and gas plants. They are more 
nearly real monopolies, they are less important, with a 
far less immediate relation to commercial prosperity. 
The statistician can get from them, or many of them, a 
valuation that he knows approximates investment cost. 
Such local monopolies are much more often guilty of real 
extortion, and it may be vital to regulate and curb that 
extortion by standard valuations and fixed percentages 
of return. But trunk line railroads are national institu- 
tions. Their rates are not, at this time, on the whole, 
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extortionate. They have been amazingly vigorous, 
daring, and progressive. 

Do not think I minimize their faults. By all means, 
if stock watering seems a national evil, curb the future 
issue of securities. Stamp out special privilege and all 
favors to shippers. Stop the adulterous intercourse of 
the railroads and politics. Keep the railroads out of every 
other form of business. Stop their villainous habit of 
killing and wounding employees and passengers. Stop 
future increase of railroad rates not proportioned to in- 
crease of operating experise, if you will. That is a con- 
structive railroad program which might delight a presi- 
dent. Why add to it a plan to change the nature of rail- 
road investments by limiting their return, when there is 
no real evil aimed at save a bogey of extortion, particu- 
larly when such a change may endanger the effectiveness 
and progress of American railroads? 

Now as to the by-products of this plan of official 
valuation: it is stated that it would help in fixing taxes. 
It would be unimportant in national taxes, for no such 
tax could be levied, but the tax laws of the several states 
are often badly administered and unequal. In such 
states as tax public service corporations on the value of 
physical properties, there can be no doubt that an official 
valuation would be a help in checking the careless assess- 
ments of the tax officials. That is slight argument for 
an official valuation and a strong argument for a new 
method of taxation. 

Then as to depreciation. It would certainly help any 
public regulating body in estimating proper depreciation 
for any one company to have an authoritative valuation 
of its physical properties. The question of depreciation 
has not been satisfactorily treated by American railroad 
accounting; and we have just seen the transit systems 
of our large cities bankrupt largely because of that fact. 
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But if I may suggest, the great thing in depreciation is 
not to be exact, or to get exact standards, but to be pru- 
dent; and that first lesson of prudence the public regu- 
lating bodies can teach the railroads now with the 
knowledge gained from experience. The subject defies 
exact knowledge, and I submit that no exact standard of 
depreciation applicable to all railroads can be established 
by the Interstate Commerce Commission, even with offi- 
cial valuations. 

The third by-product is urged in the last report of the 
Interstate Commerce Commission, that with such an 
authoritative valuation the Commission would have a 
weapon they could use to defend their rate regulation in 
the courts. There is something in that; of course it 
would be handy, but it does not seem that any such step 
is necessary for that purpose. The latest decisions of the 
Supreme Court in the Knoxville and Consolidated Gas 
cases lay down very clearly the rule that the courts will 
exercise their power of restraining rate regulation most 
sparingly and only in flagrant cases. No fair regulating 
body can, I think, object to that new doctrine, and under 
it I do not see how any commission is at a serious dis- 
advantage, as long as their regulations are not such as 
to be flagrantly unfair. 

So the sum of my argument is this, that an authorita- 
tive valuation of physical properties of the large railroads 
of the country would be a task of surpassing difficulty ; 
it would supply a basis of rate regulation hardly fair in 
itself and not adapted to commercial conditions of rail- 
roads. No such basis is now essential to efficient regu- 
lation, and, however interesting or handy such official 
valuations might be, however illuminating on certain 
points to the student of railway problems, a plan of regu- 
lation based on such valuations contains no great promise 
of benefit, and a large possibility of danger. 





OFFICIAL VALUATION OF RAILROAD 
PROPERTIES—DISCUSSION 


Epwarp B. Wuirtney: I notice that while two of the 
four papers that we have heard were from lawyers, all 
of those who are slated to discuss the papers are 
lawyers also. I suppose we are called upon—lI speak as 
a lawyer, although now retired from the profession, be- 
cause my information about these matters was acquired 
in that capacity—because our experience may somewhat 
supplement that of the economists, and to a certain ex- 
tent we are sometimes investigators in the same field. Our 
knowledge is less extensive, but occasionally a lawyer 
has to spend two or three or six months of his time over 
some single economic problem. And while he reads all 
that he can find that you have written on his general 
subject—in the English language—he finds himself per- 
force to some extent an investigator in a new field. His 
work meanwhile is being checked up by some other 
lawyer working on the other side of the same negotia- 
tion or controversy. Between them, they may have 
experiences not always accessible to you, and be able thus 
to make some little independent contribution to economic 
thought. 

Now as to the judges. I will speak more frankly now 
than perhaps ever I will again. I notice that you make 
frequent references to opinions of the courts. I do not 
think that the courts are able to contribute much of value 
to this branch of knowledge. They have not sufficient 
time for thorough investigation of anything. They have 
too many other things to do. The judges listen to what 


the lawyers tell them, and come to the best decision they 
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can in the time permitted. They rank rather with the 
legislators. What they help make is law, not science. 
The economists, with a little assistance from lawyers and 
business men, are the investigators. 

It is also important in reading what the judges say to 
distinguish between the actual matter decided and the 
remarks which we call obiter. The best test by which 
you can determine whether a judicial lucubration is obiter 
is to consider whether the lawyer to whose cause it seems 
detrimental was successful or unsuccessful in the case. If 
he was successful in the case, then he could not move for 
a rehearing about the detrimental lucubration, no matter 
how mistaken it may have been, for his client has won, 
and therefore is not aggrieved. Neither he nor his 
client is charged with the duty of protecting posterity, or 
developing the science of economics. Yet I notice that 
you often quote statements that could not be tested by a 
motion for reargument, and therefore were not part of 
what the court really decided. A great many of the 
judicial declarations which are being quoted upon this 
very matter of valuation are obiter, not binding upon the 
courts, and liable to be taken back again at any moment. 

I do not agree with Mr. Whitridge in thinking that the 
valuation movement emanated from the State of Wis- 
consin. I think that it came from the Supreme Court 
of the United States, in the construction which that court 
gave to the Fourteenth Amendment to the United States 
Constitution, providing that property shall not be taken 
without due process of law. The court held that to make 
property non-income-bearing was the same thing as to 
take the property itself; therefore, that fares can not be 
reduced below a figure which will give some return upon 
the property of the company whose rates are being 
reduced. The exact amount of return is not yet fixed. 
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Some remarks in a recent opinion have led to the impres- 
sion that it has been fixed at 6 per cent. But those 
remarks are obiter. Examination of other opinions will 
show that this 6 per cent referred to may include not 
only returns applicable to dividends but also returns 
applicable as offset to depreciation. But whatever may 
ultimately turn out to be the rate of dividend guaranteed 
by the Fourteenth Amendment, the Constitution requires 
every legislature, municipality, or public service commis- 
sion to make some kind of a valuation of the property 
of a corporation, before reducing its rates. 

Now how that valuation is to be made, I can no more 
guess than can Mr. Whitridge or Mr. Williams. We 
can get some approximation to the value of a dwelling 
house in a city, when there are a hundred similar houses 
in the same neighborhood. But who can value a thing 
that can not be duplicated, like a railroad terminal? I 
was once a member of a commission which had to put a 
valuation on such a terminal on tide water. There was 
no similar location anywhere. We heard the testimony 
of all the experts within reach of New York. The only 
thing that was clear was that the railroad company’s 
own estimate, made before careful study of the subject, 
was°a gross undervaluation. Whether it should be in- 
creased 100 or 200 per cent, or more, nobody could guess. 

The method of valuation by cost of reproduction is 
properly subject to all the criticism that has been made 
upon it. The cost of reproduction of any particular part 
of a plant has commonly no bearing on the real value of 
the property as a whole. Let me put one case—that of 
a valuation which a gentleman who is going to follow 
me in this discussion actually persuaded a court to make. 
The court was valuing the plant of a certain gas company. 
Included in the plant was a certain gas holder which had 
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a cover over it. That cover was almost as good as new, 
although it had been there for over thirty years. Hence 
on good expert testimony, expounded by a very good 
lawyer, the court valued it at cost less 8 per cent discount, 
or at about $180,000. But for thirty years past people 
have not been building covers for gas holders. It has been 
found that the holders do almost as well without them. 
Hence I have been informed that in a similar case in 
Massachusetts the commissioners awarded cost less 97 
per cent discount. That would have made this particular 
award about $5000. Now this is an extreme case, but it 
is a typical one. 

I believe that so far as a valuation can be taken as the 
basis of rate making it must be a valuation based not upon 
the cost of duplicating the railroad property or gas prop- 
erty immediately under consideration, but upon the cost 
of building an up-to-date rival, capable of duplicating its 
work. If the up-to-date rival can not procure terminals, 
how is this valuation to be made? 

I am not sure that present valuation is the fairest 
basis for rate regulation. It has been made the basis of 
judicial discussions, not because of equitable consider- 
ations, but because of the wording of the Fourteenth 
Amendment. But the Chairman informs me that my time 
has expired. 


Victor RosEwaTER: While I am not perfectly clear 
in my own mind as to how effective physical valuation 
would be for the purposes for which it is advocated, I 
should like to emphasize two or three important points 
which bear on the subject which have not been given 
adequate consideration. 

First, it should be remembered that the demand for a 
valuation, which we are now told is unnecessary and 
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inconsequential, originally came from the railroads them- 
selves, and was set up on behalf of the railroads to protect 
themselves against what they regarded as a threatened 
confiscatory reduction of their rates. I happen to come 
from the section of the country in which the railway rate 
cases to which reference has been made started, and have 
some familiarity with them. 

In what is known as the Nebraska maximum rate 
cases, it was the railroads which set up the plea that rates 
should be compensatory to the extent of giving owners 
a fair return upon the value of their property, and they 
persuaded the court to their view. The railroads had 
no difficulty in proving a valuation to support their con- 
tention, and in securing from the court a decree nullify- 
ing the rate law on the ground that it would confiscate 
their property. But in this decree the court made it 
plain that it had reference to the then valuation of the 
road, volume of traffic, and cost of operation, and left it 
to the state to reopen the case at any time an increased 
volume of business growing out of the development of 
the country might reduce cost of handling and transport- 
ing and make the annulled schedule of rates produce suffi- 
cient revenue to be compensatory on a fair valuation. In 
other words, the Nebraska rate cases show that the rail- 
roads could surmount all obstacles to secure a valuation 
which might be used to maintain their rates; but now, 
when they fear such a valuation and rule would reduce 
their rates, they insist that it is impossible to arrive at 
any accurate valuation, and that such a valuation even if 
possible would have no bearing on rates. 

Second, one of the speakers has called attention to the 
fact that public service utilities have had to spend a 
great deal of money for experimental work, and for 
machinery and equipment afterwards discarded, and has 
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argued that physical valuation of the property would not 
take this outlay into account as part of the investment 
on which the owners were entitled to return. There is 
no question but that this is a common practice of such 
corporations, namely, to capitalize all the investment 
losses and endeavor to charge the public rates that will 
enable them to pay dividends just the same as if these 
investments had turned out successful. But the ordinary 
business man or private corporation is subject to the 
same losses. He buys machinery which is soon anti- 
quated, or put out of commission by new inventions, but 
he must charge the cost off to profit and loss and cannot 
make the public pay for them perpetually in higher 
prices. 

Third, the question of valuation enters in at one other 
point. Whenever the employees of a public service 
corporation seek wage increases the question arises 
whether the revenue warrants yielding to their demands, 
and their committee is told that the owners are entitled 
to a fair return on their capital. On how much capital- 
ization are the owners entitled to a return as against the 
employees and wage-earners? Plainly the earnings are 
divided between these two classes, and the justice of the 
claim of the owners to a fair share depends at least in 
part on the valuation. 


Cuartes F. MatHewson: As I am properly and 
necessarily limited to a very few minutes, you will 
pardon abruptness in plunging into the main features 
of the discussion. 

At the outset I desire to take emphatic issue with 
Professor Adams’s suggestion that public service corpor- 
ations constitute a “partnership” between their stock- 
holders and the public. No partnership in any proper 
sense exists. 
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All such corporations, excepting of course plants 
established by municipalities, which this discussion does 
not touch, are solely the work of private individuals and 
are created by private funds. Indeed, until Munn v. 
Illinois and kindred cases, decided within the memory of 
even the youngest of us, public service corporations were 
not considered as more vulnerable than other private 
corporations under our Constitution, or as subject to 
legislative regulation even regarding rates; and the 
power of the legislature in regulation is still strictly limit- 
ed by the provisions of such Constitution. 

The permissible regulation of such corporations, under 
the decisions of the Supreme Court of the United States, 
in no wise implies a “partnership” between the share- 
holders and the public; private individuals still solely 
establish and contribute their capital to promote such 
corporations; and they solely are entitled to any 
“profit”,—the power of the legislature being limited to a 
restriction of the profit, but not below that which will 
pay a constitutional return upon the valuation of the 
investment devoted to the public service. It should, too, 
occur to those who denominate such a corporation a 
“partnership”, to inquire why the public, if a partner, 
does not contribute to the losses which not infrequently 
accrue against a public service corporation even to the 
point of the bankruptcy courts; and the fact that the 
public has never been required or sought to contribute to 
such losses, as an honest partner should, is rather con- 
clusive evidence that the public has not assumed and does 
not desire to assume the position of a partner in such 
enterprises. It would be an odd “partnership” which 
should provide that one of two partners should share 
liberally in the profits, but should have no part in meeting 
any losses which might result from the business. 
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The chief excuse, so far as I understand it, for refer- 
ring to a public service corporation as a “partnership”, 
arises from the assumption that the public is contributing 
to its capital the consents (commonly called “franchises” ) 
by virtue of which the corporation is enabled to place its 
fixtures in the public streets; but in this connection very 
important circumstances seem to be overlooked. In the 
first place many such “franchises” are bought outright 
by the corporation from the state, or from its political 
subdivision whose consent is necessary to such placing. 
There are electric lighting “franchises” in this city which 
were voted either upon payment to the municipality of 
a lump sum, or upon an agreement to furnish to the 
municipality free lights in consideration of the grant; 
and there are street railway and other “franchises” pay- 
ment for which is continuously being made in pursuance 
of agreements entered into in connection with the grant. 
It is true that some “franchises” involving right to 
occupy the public streets with fixtures have been granted 
in the past without a money payment to the municipality ; 
but it does not follow that they were granted without 
consideration. On the contrary they were almost invar- 
iably granted, in such cases, to induce individuals to 
embark their capital in a public service for the conven- 
ience of the people, which the municipality itself was 
either unable or unwilling to do; and the consideration 
for such grants was the investment in the enterprises of 
hundreds of thousands and millions of dollars by such 
individuals, taking the chances of profit in a field then 
often novel and untried, and thereby increasing the 
comfort and convenience of the general public as con- 
templated by all parties. Thus about 1823 a franchise 
was granted to the New York Gas Light Company to 
manufacture and sell gas in the City of New York, and 
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as a consideration for such franchise private individuals 
promptly invested hundreds of thousands of dollars in a 
new and then doubtful business,—the public being there- 
by placed in possession of a product infinitely more 
convenient and attractive as an illuminant than any there- 
tofore known. The public was mighty glad to have the 
franchise granted and the industry established. 

Let us, therefore, have an end to the cry as to the 
existence of a “partnership” or other rights in the 
public, based upon the assumption that it has generally 
“given” away franchises. It has not as a rule “given” 
them without adequate consideration in some form mov- 
ing from the other side. And even were such franchises 
pure gifts, with no apparent consideration in the way of 
investment of capital or otherwise, it would not mater- 
ially affect the situation, or establish a “partnership”, or 
vest in the public any legal right in something which it 
had voluntarily transferred to another. A friend may 
present to me a watch at Christmas, based upon no 
consideration except love and affection; but he has not 
on that account any title either to take or to use the 
watch after such presentation, to any greater extent 
than would be the case had I purchased it at Tiffany’s 
and paid a high price for it. He is not a partner of mine, 
in either the ownership or use of the watch, from the 
mere fact that he presented it to me; and the same rule 
prevails if he, in conjunction with other gentlemen who 
constitute the public, legally presents to me a franchise 
or any other property or property right. 

To a second proposition of Professor Adams I register 
a dissent, even more emphatic. The first proposition 
discussed relates rather to definition; but his second 
advocates a course of action the outcome of which could 
not fail, in my judgment, to produce results vicious and 
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disastrous in the highest degree. If I understand his 
suggestion, it is in substance that “surplus profit earned 
by a public service corporation, over the constitutional 
limit, should be required by law to be contributed to the 
public treasury.” You observe that he proposes to 
restrict the return of the shareholders in a corporation 
to the “constitutional” limit, not to a commercially fair 
or reasonable return as between business men, but to 
a limit so low that anything less would be so unreasonable 
and unjust and oppressive that the court would take the 
legislature and officers of a sovereign state by the throat, 
and declare that—with all the presumptions existing in 
favor of a legislative act and all the reluctance of the 
court to interfere with the action of a state—the con- 
science of the court could not permit the legislature to 
perpetrate the outrage. 

Thus in the case of the Consolidated Gas Company of 
New York, Professor Adams would limit the return of 
the stockholders to 6 per cent, although no rate lower 
than 8 per cent was suggested in the investigation of the 
Stevens Legislative Committee of 1905, and although 
counsel for the Public Service Commission in the Con- 
solidated Gas litigation admitted in the Supreme Court 
that it was the intent and desire of the state to allow a 
return of 8 per cent upon a proper valuation of the com- 
pany’s property. 

In holding that anything below 6 per cent for that 
company would be so clearly confiscation as to be uncon- 
stitutional, Judge Hough in the Federal Court said: 


“It has not been asserted and is not believed that 6 per 
cent is a profitable, satisfactory, or attractive rate for 
the investment of capital in a gas business. In my opin- 
ion it is none of these things, but it is the lowest rate 
which in the City of New York can be considered 
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legislatively fair to those who are already engaged therein 
and cannot readily escape.” 

It is too obvious to require discussion that if capital 
were limited to such bare “constitutional” return, so- 
called, it would see to it with great care that it would not 
get into any place from which it could not “readily 
escape.” Had such a proposition been heretofore 
adopted in practice, the immense development of this 
country by railroads and other public service corporations 
with a profit of millions of dollars for the people where 
there were thousands of dollars for the corporations, 
would have been an utter impossibility; and the putting 
now into operation of such a rule would inevitably fetter 
and stagnate development and activity to a calamitous 
extent. No greater infliction could be laid upon any 
country, and particularly upon a comparatively new coun- 
try, than the adoption for the discouragement of capital 
of any such an extraordinary proposition as I understand 
to be advanced by Professor Adams in relation to pub- 
lic service corporations. 

In dealing with the subject of rates or charges, in which 
feature the control of the legislature is most often ex- 
ercised upon such corporations, the valuation of the in- 
vestment of the corporation upon which it may receive a 
fair and reasonable return is, of course, an important 
consideration; and as to the basis of such valuation, we 
find much light in recent decisions, and particularly in 
that of the Supreme Court in the Consolidated Gas case 
to which I have referred. 

In the first place that court has established the proposi- 
tion that it is the “present value” of the investment, and 
not the original cost of property whether derived from 
earnings or capital contributions, upon which the share- 
holders are entitled to a return. Controversy on this point 
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arose in that case, for example, in relation to land oc- 
cupied by the company, the original cost of which was 
much below its present value ; and the Supreme Court held 
in effect that no divine right existed in a certain class of 
persons in the City of New York, merely because they 
happened to be consumers of gas, to use the land upon 
which the generating and distributing plants of the Con- 
solidated Gas Company are established at any lower val- 
uation than such land could be leased or sold to any other 
member or members of the public,—a result inherently 
just. 

The theory advanced in behalf of some of the state 
officers on that point is worse than socialism. Thus, if 
land costing the company or its predecessors $5,000,000 
some decades ago was now worth $12,000,000, they 
claimed that the consumers of gas (not even the entire 
public, because not all the public consumes gas) should be 
entitled to the exclusive use of the additional $7,000,000 
of value over original cost gratis; that is to say, they con- 
tended for rates that would pay a return to the company 
on only $5,000,000. Under even socialistic theories the 
stockholders of the company, as part of the public, would 
have been entitled to at least their proportionate share 
of the use of or profit derived from this additional 
$7,000,000; but had the arguments of the gentlemen in 
opposition been accepted by the courts, such sharehold- 
ers would not have received even that small consolation. 

And so, too, the Supreme Court held that not only must 
the tangible property of a corporation at present value be 
included, but that the value of its “franchises” must also 
be included, in the valuation of its assets. Such “fran- 
chises” have been held to be property in every sense of the 
term, subject to assignment and sale and possessing all its 
attributes. They are not mere personal “rights” or “i- 
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censes.” They constitute easements, an actual interest in 
the soil,—to use the language of our Court of Appeals in 
the Ghee case, “a perpetual and indefeasible interest in 
the land constituting the streets of a municipality”, and 
the Supreme Court said in the Consolidated Gas case 
that “franchises of this nature are property and can- 
not be taken or used by others without compensation,”’— 
thereby ending another “iridescent dream” of some of 
my good friends. 

It is true that the item of “good will’, the value of 
which was allowed by the Master, was excluded by Judge 
Hough and his action approved by the Supreme Court in 
the Consolidated Gas case; but it was not declared by 
either court that, as a general proposition, good will is 
not an asset in a public service corporation which must 
be included in the valuation of its property. On the con- 
trary the direct implication is that good will is ordi- 
narily to be included. The special reason stated for its 
exclusion in the Consolidated case was, in substance, that 
the Consolidated Gas Company was a “monopoly” ; that 
the situation in New York City was such that it was in- 
conceivable that the municipality would ever permit the 
streets to be torn up to install another system of mains, 
even were there room for such mains in all of the streets 
of the city; and that as the Consolidated Company was 
never to be subjected to competition, there was in its case 
no such “good will” to be valued as would exist in the 
case of an established business not so necessarily con- 
stituting a certain and permanent monopoly. 

Indeed the lower Federal courts have repeatedly recog- 
nized the propriety of the inclusion ordinarily of 
good will in the case of public service corporations ; and 
perhaps never more impressively than through Justice 
Brewer, now one of the most able and distinguished mem- 
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bers of the Supreme Court of the United States, in the 
National Waterworks case, where he declared that “the 
fair and equitable value” of the property was not the 
“original cost” or the mere “cost of reproduction”, but 
“something in excess of the cost of reproduction” in that 
additional value existed from the fact that the systetn was 
in actual operation, with established connections with 
‘ consumers and the other elements which make a property 
worth more as a going concern than the mere reproduc- 
tion cost of a cold plant only just ready to start up; and 
that such additional value must be taken into considera- 
tion in reaching the total valuation upon which share- 
holders may claim a return. 

Nor must it be understood that in all cases even the 
present cost of reproduction of the tangible property of 
a public service corporation, plus the value of its fran- 
chises and of its good will, measure the total valuation up- 
on which it is entitled to a return. In many businesses, 
such as the business of electric lighting and street rail- 
way operation in this city, unforseen changes have been 
so rapid in the progress of the art that it has been neces- 
sary repeatedly to replace important and expensive parts 
of plant within a very few years. Thus, scarcely had 
the street surface-railways of this city installed a cable 
system in place of animal traction, when it became expe- 
dient to discard that system and install the underground 
trolley, which to that time had not been finally proven 
feasible for use under conditions prevailing in New 
York City. Of course the extraordinary expenditure in- 
curréd in such rapid development and supersession must 
be met either by contributions from current operation, or 
by addition to capital account; and in some cases it is 
utterly impossible to provide for these transformations 
from earnings, for the establishment of a depreciation 
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fund from earnings sufficient to care for them at the in- 
stant would require a charge for the product or service 
so great as to be intolerable and prohibitive. Accord- 
ingly, in such cases, it becomes necessary and proper to 
charge the extraordinary expense resulting from such 
transformations to capital account, and (for the time 
being at least, pending the establishment and operation 
of a depreciation or sinking fund account, when found 
expedient, to care for it) it must be included in the total 
valuation upon which a return is to be earned. As a con- 
crete illustration, it was shown in the Milwaukee Electric 
Railway and Light case that the entire cost of reproduc- 
tion of existing property was about $5,000,000, and upon 
that basis a city ordinance established a rate of charge 
which the city believed would permit a reasonable return 
upon that valuation. The ordinance was declared invalid 
by the Federal court, however, one of the chief grounds 
of the decision being that the city failed to allow in 
capital account at least $2,000,000 more, expended for ex- 
perimental or preliminary purposes or for superseded 
plant, which had disappeared from view in the existing 
plant by reason of the rapid progress of the art. In other 
words, to the cost of reproduction of the property the 
court in effect held that at least 40 per cent should be 
added, as representing vanished capital which had never- 
theless gone into the investment and upon which upon all 
intelligent business considerations a return must be al- 
lowed. 

In some quarters an insistent demand has arisen for a 
general or universal physical valuation of the property 
of all public service corporations, culminating in the re- 
cent recommendation of the Interstate Commerce Com- 
mission (if statements in the public press are to be 
accepted) that a “physical valuation” be made of the 
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property of all transportation corporations subject to its 
jurisdiction, of such a character as to bind the courts as 
well as the Commission. I consider such a demand 
wholly unjustified by any existing situation. 

Where a question of the reasonableness of rates is 
raised upon complaint or in other appropriate manner, 
in any specific case, a valuation of the property of the 
public service corporation affected is, as we have said, 
necessary as an element in determining such reasonable- 
ness ; and in such cases the method of procedure, whether 
by an administrative commission in the first instance or 
by the court in review of the decision of the comimssion, 
if any party considers himself aggrieved, is well defined 
and needs no comment. 

But any general valuation would involve the employ- 
ment of an army of experts and the expenditure of a 
vast sum, and the magnitude of the work is such that it 
would require fifty years or a century to complete a 
valuation which would be worthy of consideration, all 
of which might possibly be excused if the result would 
be proportionately useful and valuable. It was, I be- 
lieve, the consensus of experts on both sides in the 
Consolidated Gas case that it would ordinarily take an 
independent examiner a year, working with an adequate 
staff, to make an engineering inventory and proper ap- 
praisal of the property of that gas company alone; and 
the expert whose estimate was finally in substance ac- 
cepted by the court was able to complete his appraisal in 
a much shorter period only by working virtually night 
and day with a large staff of skilled assistants, coupled 
with the fact that he or the firm with which he had been 
connected installed a large part of the apparatus of that 
gas company and was already familiar with shipping 
weights and other details of construction from his or 
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their books. From this it will be quite clear that the 
period which I have named as necessay for a general 
physical valuation of even our railways, is not extrava- 
gant. Indeed, whether one is considering a gas company 
or a railway, large items of expense, such as foundations 
of apparatus or track, difficulty of cuttings here and there 
dependent upon the nature of the soil, and a thousand 
other features which might be mentioned, cannot be ac- 
curately estimated or sometimes even known, except upon 
an examination of the books and records of the con- 
structer, which alone will disclose obstacles which may 
have been met and overcome. 

And finally, when and if this vast and expensive and 
long drawn out “physical valuation’ has been completed 
on some quia timet theory, experience teaches that not 
one in a score of public service corporations will be sub- 
ject to such a complaint as to its rates or service as to 
render its “physical valuation” a matter of importance; 
and then in the case of that one, the chances are that the 
valuation will have been so far back as to be either use- 
less or largely inaccurate for purposes of “present value.” 
In other words, the time and labor involved in this great 
“physical valuation” will have been wasted. 

Moreover, it is common experience that the estimates 
of commissions largely or wholly based on ex parte ex- 
aminations, without the intimate familiarity and detailed 
records possessed by the engineers of the corporation in- 
volved, are generally so wide of the mark as to be mis- 
leading rather than valuable in any aspect; and almost 
universally such estimates fall far below actual values 
as determined in judicial proceedings where both parties 
can be heard and experts are subject to cross-examination. 
This is well illustrated by the testimony of an alleged 
distinguished expert in the Consolidated Gas case, who 
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testified with great solemnity that the mains of the com- 
pany could be reproduced for about $8,900,000, although 
the company’s engineers had estimated $12,650,000 as a 
conservative figure ; and this estimate of $8,900,000 would 
doubtless have gone into the records of an ex parte com- 
mission, investigating the subject, as the real cost of 
such reproduction. On cross-examination he was asked 
if in the laying of the mains he allowed for the bridging 
of trenches at cross streets, which occur about every two 
hundred feet on ¢he avenues; and he replied that he did 
not, being apparently wholly ignorant of the requirement 
of the city authorities that such bridging must be done. 
When asked as to the method of laying the mains, he as- 
sumed that it would be done by “puddling”’, being again 
ignorant of the fact that the authorities explicitly re- 
quire tamping instead of puddling, the former a more 
expensive method. When asked whether he had allowed 
for sheathing in the trenches it appeared that he had not, 
although sheathing was necessarily and almost universally 
employed by the company to support contiguous subsur- 
face structures ; and when we allowed for sheathing, it so 
narrowed -his trenches that in many instances it would 
have been impossible to get the mains in. To make a long 
story short, when to his $8,900,000 had been added the ex- 
pense attending the various items of expense which he had 
omitted, his figures were brought up to about $13,500,000, 
or nearly $1,000,000 more than the company claimed to be 
the cost of reproduction. 

Of course any “physical valuation” without, or ignor- 
ing, engineering inventories and evidence is even worse 
guesswork, and is likewise morally sure to overlook vast 
items of value and be far below the mark. Thus, the old 
Gas Commission in 1906 examined the Consolidated Gas 
Company and reported that the total value of the com- 
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pany’s tangible property was only $30,000,000 and its 
franchises practically worthless, following the finding of 
the Stevens Legislative Committee of 1905 that both the 
tangible property and franchises were worth not more 
than $30,000,000. Compare this with the figure accepted 
by the Supreme Court of the United States in the result- 
ing suit, after some pruning of the valuations of the 
Master by the Circuit Court and the Supreme Court, near- 
ly $56,000,000 ; in addition to which a return was includ- 
ed in the estimated cost of so-called “purchased gas” on a 
further capital of $12,000,000, being the value of the 
company’s Astoria plant capable of producing such gas, 
making a total of about $68,000,000,—less_ than 
$8,000,000 of which represented intangible property in 
the shape of franchises. Needless to say, the valuation 
of the Gas Company’s property thus established by the 
courts has put an end to the flood of 75-cent and 70-cent 
and other like “gas bills”, which had been previously 
introduced in the legislature on the theory that the value 
of the company’s property, upon which it was entitled to 
a return, was only $30,000,000; and has of itself justi- 
fied the litigation. 

And finally the suggestion of the Interstate Commerce 
Commission that a general “‘physical valution” should be 
made which would bind the courts as well as the Commis- 
sion, is fatuous and impossible of realization under our 
constitution. Where a public service corporation objects 
to a rate fixed by a commission, as not affording a con- 
stitutional return on the value of its property, it com- 
monly brings an action in court to restrain the enforce- 
ment of the rate as depriving it of its property “with- 
out due process of law”, and due process of law is well 
settled to relate to judicial procedure, and not to be 
covered by the action of any legislature or commission. 
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The court in such a suit will proceed to determine for 
itself, upon competent evidence presented, the true valua- 
tion of the company’s property as a necessary element in 
determining the constitutional adequacy of the rate in 
question; it will no more, and can no more, accept or 
be bound by the estimate or finding of any commission, 
than the Federal courts could have been or were bound 
by the findings of the Gas Commission or Stevens Com- 
mittee in the Consolidated Gas case to which I have 
referred; and what a travesty on justice it would have 
been had the court been bound to accept such findings as 
reliable—and much less conclusive—proof of value! 

Of course no court would entertain a proceeding for 
abstract valuation of properties of all public service cor- 
porations; the court requires a concrete case to induce 
it to act. It will not act in a “moot” case; its hands are 
full to overflowing with litigation involving existing 
controversies; and thought of any general valuation in 
which it can participate, and which will therefore be 
binding on it and the companies involved, may as well be 
dismissed out of hand. 


A. C. PLEYDELL: The question which Mr. Williams 
put as a challenge should not pass unanswered. He asks 
those of us who believe in rate regulation what we would 
do in the case of an ordinary expressman with a wagon, 
who, by introducing economies in operation, increases 
his profits by perhaps ten times his former profits on the 
capital invested. The answer is simple. The public 
would not need to regulate his rates. If his charges 
produced a profit that was greatly in excess of the usual 
return on capital and services, so many other people 
would engage in the express business that the charges 
would soon be brought down by free competition. Any- 
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one can run a wagon through the streets, but practically 
there can be only one street railway company. When 
competition regulates charges, no action by the govern- 
ment is needed ; but where, by reason of monopoly, rates 
may be higher than actual cost of service, the public, 
which grants the monopoly, has the right to restrict the 
charge. 

This is the essential point in the controversy. As Mr. 
Cotton has pointed out, local public service corporations, 
by reason of their exclusive control of highways, can 
charge rates in excess of ordinary business profits. In 
the case of railroads, the monopoly is not as complete, 
but competition is greatly restricted. 

The underlying idea of Professor Adams’s paper 
seems to be that where two railroads operate through 
practically the same territory, and one has a more advan- 
tageous route than the other, rates shall be fixed at a 
point that will give the weaker railroad a fair return 
on its actual investment (in other words, expressed in 
economic terms, make its route “no-rent land”) ; and that 
the excess earnings, which such rates permit the better 
located railroad to receive, shall be treated as economic 
rent attaching to that railroad land, and shall be taken 
by the government. 

We know that in the case of ordinary commodities 
prices are determined by cost on the poorest land in use, 
or “at the margin.” Larger profits due to a lessened 
cost of production at other points make rent. Professor 
Adams would bring railroad charges down, by regulation, 
to cost of service of the least advantageous route, just as 
competition will bring down prices where there is no 
monopoly. 


B. H. Myer: I have before me the papers of Messrs. 
Williams and Whitridge and the discussions of Messrs. 
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Whitney, Rosewater, Mathewson, and Pleydell. The 
general impression created by all of these collectively 
is that Messrs. Rosewater and Pleydell are perhaps the 
only ones in this group who recognize in valuation and 
allied proceedings rights of the public of sufficient merit 
to compel consideration. Mr. Rosewater not only sug- 
gests the incongruity of showing the practical impossi- 
bility of making valuations on the one hand, and of urg- 
ing specific valuations in contentions before courts on the 
part of public utilities on the other hand. Mr. Rose- 
water furthermore suggests the very important idea that 
valuation has a direct bearing not only upon questions of 
rates and service, but also upon the wages of employees 
of public utility corporations. It is well understood that 
the investor naturally seeks the largest possible return 
in the form of interest and dividends; that the public 
desires the best possible service at the lowest possible 
rates; and that the employees are constantly striv- 
ing, and properly so, for increased pay and reduced 
hours. A fair valuation of the property devoted to the 
public use is one of the most important factors in ad- 
judicating the claims of these three great rival claimants 
to whatever surplus there is available for distribution 
among them. 

One of the most fundamentally important questions 
raised by Mr. Williams is whether public utilities shall 
be permitted to earn “that profit which is the ordinary 
reward of effective management or shall they be limited 
to an investment return on the capital employed.” I re- 
gard this as a fair statement and a most serious question. 
In view of the fact that the so-called Wisconsin idea 
has been made so extremely conspicuous in this discussion, 
I will venture to state, in answer to Mr. Williams’s ques- 
tion, that the Railroad Commission of Wisconsin has of- 
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ficially expressed itself to the effect that the rate of return 
which must be allowed to a utility depends upon the condi- 
tions and circumstances in each particular case. The rate 
of interest is influenced by national and international com- 
petitive forces modified by local conditions. One state 
or one corporation cannot arbitrarily segregate itself and 
stand in isolation as if exempt from these forces. What- 
ever rate of return is necessary to invite capital into the 
particular field of enterprise under consideration must be 
allowed by public administrative authorities; Payne et 
al vs. Wisconsin Telephone Co., 3 W. R. C. R. 1; also 
Hill vs. Antigo Water Co., 3 W. R. C. R. 623, and a 
number of other cases. 

Mr. Williams states what I must assume to be the fact, 
that the Interstate Commerce Commission objected to the 
passage of a bill requiring a “fair value” to be made of 
the property of the railway companies, and that instead 
it wanted the valuation restricted to the determination of 
the cost of reproduction. This Mr. Williams interprets 
to mean a desire on the part of the Interstate Commerce 
Commission to establish an ex parte valuation adverse 
to the carriers. If the first assumption is correct, does 
the conclusion follow? In my judgment, decidedly not, 
for the reason that the term “fair value” is an inclusive 
term embracing all the elements of value, which cannot 
be known except on investigation in each particular case; 
while the cost of reproduction is, in my judgment, an 
element which enters into every “fair value.” This ele- 
ment called cost of reproduction can be ascertained with 
respect to every property independently of all the other 
elements. It appears to me, therefore, entirely feasible to 
make a so-called physical or inventory value of railway 
and other public utility properties in order that the most 
important element in establishing values may be deter- 
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mined before the contingency which gives rise to the 
necessity of a valuation has actually arisen and must be 
speedily faced. According to Mr. Williams, the cost of 
reproduction would have “small utility” in cases involv- 
ing particular or group rates. He thinks that in cases of 
this kind the question is whether “in view of the value 
of the particular service, the rate fixed by the carrier 
bears upon that service with disproportionate severity.” 
Everyone must agree with Mr. Williams to the effect 
that the value of the service must be taken into considera- 
tion in establishing a rate; but when the valuation of 
the service is caused to be made the measure of a particu- 
lar rate we may well ask, “By what measure do you value 
the particular service?” Even in the case of a particu- 
lar rate, has not the cost of service and the value of the 
property something to do with that rate, and are not 
these factors at least codrdinate with the value of the 
service? 

Mr. Williams further thinks that before incurring the 
“enormous expense”’ incident to establishing the cost of 
reproduction it should be determined what relation, if 
any, such cost of reproduction will have to the valuation 
of the railways. Making this question applicable to all 
utilities, a fair answer is that the exact relation of a par- 
ticular physical value to the total value of a particular 
utility is something which cannot be ascertained in ad- 
vance, but must be established in the light of all the cir- 
cumstances in each case. 

Mr. Mathewson, too, seems to have some anxiety about 
the great cost of doing such work and thinks it would re- 
quire from 50 to 100 years to make a valuation of the 
physical property of the railways in the United States. 
The states of Michigan, Wisconsin, Minnesota, and 
Washington spent less than three years each upon this 
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work, and I have not the least doubt that a score or more 
of engineers in New York City alone could successfully 
complete such a valuation of all the railways in the 
United States in less than three years. 

It is to be regretted that Mr. Williams devotes such a 
large part of his paper to adverse criticism of the Inter- 
state Commerce Commission, especially with reference 
to the matter of accounts. Having been a member of one 
of the committees which participated in the deliberations 
preceding the official promulgation of these accounts, I 
have some notion regarding the method of procedure, 
and I find myself quite unable to share the views express- 
ed by the writer of the paper. 

Returning to the matter of valuation, Mr. Williams 
suggests that valuations are frequently made “by sub- 
scribers to new issues of securities.” But is this the only 
valuation which should be made? Can such a valuation 
be safely used in the determination of the many great 
interests with which the quasi-public property of public 
utilities is affected? Have we not heard much of the 
issuance of securities to the full extent of the earning 
capacity of a property and even greatly in excess of that 
capacity? And do we not know of instances where the 
promoters of such companies had disposed of all of the 
securities in the issuance of which they were instrumental 
before it was discovered that the permanent earning 
ability of that property was nowhere nearly equal to the 
burden imposed by such securities? 

I think Mr. Whitney’s remark, “Now how that value 
is to be made, I can no more guess than can Mr. Whit- 
ridge or Mr. Williams”, is a just indication of the degree 
of seriousness with which these gentlemen regard the 
question of valuation. In other words, not one of them 
suggests a constructive program which intelligent men 
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may follow in the work of valuation and avoid the pitfalls 
which all of these gentlemen seem to think exist on every 
side. Mr. Whitney thinks that valuation for rate making 
should be based “upon the cost of building an up-to-date 
rival, capable of duplicating its work.” It so happens 
that I have heard this duplication theory advanced by 
its ablest exponents from all parts of the United States. 
But not one of these has suggested that such an estimated 
cost of building a rival plant should be used as the basis 
for rate making. The investors of this highly ingenious 
method have suggested its use, so far as I am aware, 
only for the purpose of determining what they conceive 
to be the “going value” of public utility property. 

Mr. Mathewson asserts “....That experience teaches 
that not one in a score of public service corporations will 
be subject to such a complaint as to its rates or service 
as to render its physical valuation a matter of impor- 

” It would be interesting to know to what 
experience he refers. This certainly is not the experience 
of the Wisconsin Commission. Among the hundreds and 
even thousands of matters which have come before us 
relating to rates and services there is scarcely one which 
does not involve the question of physical valuation. Mr. 
Mathewson refers to the Consolidated Gas case. The 
record of that case shows that physical valuation was a 
most important factor in the proceedings. 

I now wish to remark briefly upon the paper of Mr. 
Whitridge. A discussion such as his paper really calls 
for would greatly exceed in length the original, for the 
reason that Mr. Whitridge makes such a severe and, in 
my judgment, unjust attack upon my colleague, Mr. 
Roemer; and through Mr. Roemer he makes the same 
attack upon what Mr. Whitridge designates the Wis- 
consin idea and which he thinks has contaminated the 
New York commissions. 
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Mr. Whitridge is a lawyer and may thus be presumed 
to have some knowledge of the law. He is an officer in 
about a dozen different corporations and must, conse- 
quently, be familiar with the rules of business. He is a 
member of a considerable number of learned societies 
and must, therefore, have heard what scientific discus- 
sions are like. Mr. Whitridge’s remarks with reference 
to Mr. Roemer show little evidence of any of these. I 
am constrained to say that if Mr. Whitridge were to file 
a brief with a higher court in the State of New York, 
constructed in the manner in which this paper is con- 
structed in so far as it relates to my colleague, it is not 
at all certain that the court would not promptly have 
such a brief stricken from the record. It seems to 
me that it is very clear from a reading of it, that Mr. 
Roemer’s address did not touch upon the question of the 
particular elements involved in the valuation of the prop- 
erty of a public utility at all. If Mr. Whitridge had 
quoted in full the paragraph from which he excerpted 
certain sentences, the absurdity of his criticism would 
have been obvious. The paragraph in Mr. Roemer’s ad- 
dress reads as follows: 


“That every legitimate element of value, whether tan- 
gible or intangible, might be considered, the law provides 
for the valuation of physical property and of all the prop- 
erty of a public utility ‘actually used and useful for the 
convenience of the public.’ In view of the indefinite and 
uncertain statements found in the opinions of most of the 
courts regarding the elements of value that properly and 
necessarily enter into the matter and must, therefore, 
be considered in arriving at the fair and just valuation 
of the active property of a public utility, the legislature 
wisely extended the latitude of the inquiry so that no 
infirmity in the scheme of valuation proposed might exist 
because, perchance, of some transgression of the provi- 
sions of either the state or the Federal constitution in- 
hibiting the taking of private property for public pur- 
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poses without just compensation being made to the owner 
thereof. Between the Scylla of a physical valuation and 
the Charybdis of a stock and bond valuation the Com- 
mission is thus left by the law to steer its course in arriv- 
ing at a valuation for earning purposes which will be just 
to the legitimate investment upon the one hand, and fair 
and equitable to the public upon the other hand. The duty 
thus imposed upon the Commission is the gravest and 
most important of all its functions. The value of every 
security of a public service corporation in this state will 
be determined and perhaps irrevocably fixed by the ap- 
praisal made by the Commission of the property of such 
corporation upon the credit of which such security was 
issued. There can be no escape from this conclusion. 
The effect will be of far-reaching importance. Fair and 
reasonable as such appraisal may be, it will signify to 
the world that in the future public utilities in this state 
will cease to be subjects for speculative investments. It 
will also indicate that which is more important, to wit, 
that actual and bona fide investments in such concerns, 
when providently made, will be secure under state super- 
vision and the adequacy of the security will be maintained 
by a strict enforcement of the law requiring, wherever 
and whenever possible, an adequate depreciation reserve 
fund to be set aside so that the physical plant may at all 
times be maintained to a maximum of efficiency, and the 
integrity of the investment may not be impaired from any 
cause or contingency incident to the operation and use 


of the property.” 


Furthermore, if Mr. Whitridge had been informed of 
the methods employed by the Wisconsin Commission, as 
were the most of his auditors, he would probably have 
hesitated before expressing views so diametrically op- 
posed to the facts. Any report of a valuation by the Com- 
mission refutes his assertion respecting the views of the 
Commission or of any of its members. The following 
extract from the syllabus in the case of the State Journal 
Printing Company vs. the Madison Gas and Electric Com- 
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pany! will suffice as an illustration of which many others 
might be adduced from numerous decisions of the Com- 
mission: In arriving at these valuations consideration 
was given to the cost of reproducing these plants new ; the 
cost of reproduction new less depreciation, or the present 
value; the original cost and the book value to the present 
owners of the respective plants as disclosed by the con- 
struction accounts and balance sheets; their capitaliza- 
tion; their earning value as based upon a 7. 5 per cent 
earning basis for the gas plant and on an 8 per cent earn- 
ing basis for the electric plant; and on various other fac- 
tors that are more or less closely related to the matter 
of valuation. 

Mr. Roemer and other members of the Wisconsin Com- 
mission would like to know in what official document Mr. 
Whitridge can find even a vestige of support for the 
statement that, “The Wisconsin philosophers have frank- 
ly funked the whole thing and sought shelter for them- 
selves behind the experts.” We have listened many hours 
to the testimony of experts and have considered thou- 
sands of pages of their documents relating to valuation, 
but we are not aware of having become the slaves of 
any one or all of these estimable gentlemen called experts, 
as our official decisions will amply demonstrate. 

Mr. Whitridge says that “good-will must be recognized 
as an element of value”, if competition in public utilities 
can be conceived of under the Wisconsin doctrine. Ref- 
erence to the Wisconsin Public Utilities Law shows that 
the whole theory of the law is—what must long have 
been apparent to the most of the members of this Associa- 
tion—that competition as a guarantor of reasonably ade- 
quate service at reasonable rates has failed everywhere 
the world over; and the Legislature of Wisconsin, in my 
*4W.R. CR. 50r. 
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judgment very wisely, predicated the whole of this legis- 
lation upon the theory of monopoly in the public utility 
business. With reference to the telephone business a 
slight modification of this idea was incorporated in the 
statute, but this requires mention only in the passing. It 
is, therefore, novel that Mr. Whitridge should promul- 
gate the idea of good-will as an element of value in a 
monopolistic business when scarcely one of the many able 
attorneys for public utility corporations who have ap- 
peared before the Wisconsin Commission during the past 
years has advanced such claims. Assuming, however, for 
the sake of argument, that Mr. Whitridge’s claim of 
good-will as an asset in a public utility enterprise should 
be recognized, does it not follow that “ill-will” should 
then also be recognized as a liability; and might not Mr. 
Whitridge be able to point out certain public utility 
properties in the City of New York, for instance, which, 
because of their subservience to the ideas which he has 
represented before the Economic Association, have ac- 
cumulated a sufficient volume of ill-will to be completely 
submerged ? 

It is also to be regretted that in his animadversions 
with respect to my colleague, Mr. Roemer, Mr. Whit- 
ridge must go out of his way to cast reflections upon 
“the arch and senatorial Wisconsin philosopher.” The 
theory of this worthy gentleman, in matters referred to, 
appears to Mr. Whitridge to be “unlimited nonsense.” 
All members of the Association who have heard the 
senior senator from Wisconsin characterize many of the 
things for which Mr. Whitridge apparently stands may 
imagine for themselves the kind of answer to his as- 
sertions Mr. Whitridge would receive from the senator. 
Furthermore, due largely to educational campaigns of 
this same Wisconsin senator, there exists in the State of 


/ 
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Wisconsin a high degree of general intelligence with 
respect to public questions; and the great masses of our 
people have long since repudiated the antiquated notions 
with respect to corporate management to which this New 
York gentleman is apparently still addicted. 

In concluding his paper Mr. Whitridge says “that 
the people of this country have, I think wisely, made up 
their minds that public service corporations should 
be subject to regulation.” Like others of his class, 
fortunately rapidly decreasing in numbers among cor- 
poration managers, Mr. Whitridge professes friendli- 
ness toward the idea of regulation, but nevertheless 
promptly proceeds to demolish to the best of his ability 
every sane idea upon which such regulation must rest 
if it is to be of any substantial use to the public at large. 

In conclusion, I desire to express the hope that mem- 
bers of the Association and all others who read Mr. Whit- 
ridge’s paper will study diligently the documents issued 
by the Wisconsin Commission, especially with reference 
to valuation in its relation to rates and service; and, in 
addition, inform themselves with regard to the many 
lines of activity embraced in the so-called Wisconsin 
idea. I am confident that every thoughtful man will 
arrive at the conclusion that Mr. Whitridge’s remarks 
with reference to Mr. Roemer and the work in Wis- 
consin are full of blunders and misrepresentations for 
which even his obtrusive coquetry with the great names 
of Huxley and Mommsen cannot atone. 





THE CAUSES OF TRUSTS AND SOME 
REMEDIES FOR THEM. 


FRANCIS WALKER. 


While trusts, or to use a more satisfactory terminology, 
industrial combinations and monopolies, are compara- 
tively recent phenomena in our economic life, their vital 
importance to society and the individual has resulted in 
attracting to them an unusual degree of attention. The 
subject itself is a complex one, and, the more intensively 
it is studied, the more difficult it seems to bring all the 
phenomena into a brief formula, or to prescribe a general 
policy by laying down a simple rule. It would be impos- 
sible to explain in a short paper all of the real causes of 
trusts, many of which have never been thoroughly studied, 
and it would be unprofitable to discuss all of the proposed 
remedies. This paper aims simply at suggesting for dis- 
cussion certain of the chief causes and certain remedies 
which appear to be of special interest to the economist at 
the present time. As far as possible the legal aspect of the 
question will be omitted from consideration, while the 
economic phases will necessarily be treated in the broadest 
manner, and, therefore, without exclusive reference to our 
peculiar legal conditions. 

Industrial combinations may be described as associa- 
tions of originally independent makers of, or dealers in, a 
given class of commodities, established with a view to reg- 
ulating the production or sale of them in a manner more 
profitable to themselves than that which would be deter- 


mined by free competition. Industrial monopolies may be 
200 
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described as particular concerns or combinations of con- 
cerns which have acquired a more or less complete pos- 
session of the markets in their respective fields of produc- 
tion or trade. The “trust” falls in both of these classes, 
but does not include all the types of either of them. 

The causes of combinations and monopolies are vari- 
ous, and may be classed according to several different 
principles. In the case of a given combination or mon- 
opoly it would probably be found on investigation that 
it owed its formation to several causes. While the 
arbitrary determination of the trust promoters or 
founders is often regarded as the cause, there are gener- 
ally certain conditions existing which virtually control 
their determinations. 

The following headings should be regarded rather as 
an arrangement of topics for convenience than a scientific 
classification. Monopolies may be classed according to 
their chief causes as follows: 

1. Those depending on legal grants, such as patents 
and franchises. 

2. Those depending on the sole possession of natural 
resources. 

3. Those depending on rebates or similar special 
advantages. 

4. Those depending on unfair competition, such as 
local price cutting, or preventing competitors from get- 
ting supplies and facilities. 

5. Those depending on efficiency superior to all com- 
petition. 

6. Those depending on agreements among com- 
petitors. 

It is evident that as monopolies may result from com- 
binations, a whole train of other causes of monopolies 
appear, namely, those that lead to combinations. Before 
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coming to the causes of combinations, however, it may be 
noted that a number of circumstances which afford a 
basis for monopoly are likewise inducements to combi- 
nations. In order to avoid repetition and confusing in a 
greater degree a subject necessarily complicated, the 
effects of these conditions favoring combination need not 
be considered any further. Classifying combinations 
according to their causes, we may distinguish the follow- 
ing chief kinds: 

1. Those induced by bad systems of corporation law, 
which allow undue liberty in the consolidation of corpor- 
ations, and under which there is opportunity given to 
promoters to make improper gains, by the issue of 
watered stocks, and by other financial devices. 

2. Those designed to take advantage of a protective 
customs duty. 

3. Those designed to counterbalance labor unions, 
and to give to the employers greater power in bargaining 
with labor. 

4. Those designed to counterbalance a combination 
in another branch of industry. 

5. Those induced by the destructive effects of excess- 
ive competition. 

6. Those induced by the opportunity to get control 
of the market, and to enhance prices. 

It will be observed that monopolies and combinations, 
though two distinct things, are not mutually exclusive. 
Some monopolies are consolidations or combinations of 
a less permanent or less integrated form. On the other 
hand, almost any combination may become a monopoly 
under certain conditions. Most of the so-called trusts, 
which have a monopolistic power, have passed through 
the stages of loose combination to a more or less consoli- 
dated form or organization. 
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The combinations which are formed in consequence of 
the effects of excessive competition may be often practi- 
cally necessary, if the producers, as a class, are to avoid 
losing money, and in this sense the elimination of com- 
petition may be described as natural. The term natural 
monopoly is familiar and refers generally to such enter- 
prises as steam railroads, or more especially to municipal 
enterprises, such as street railways, gas works, and water 
works. But these are only a few of the enterprises which 
become noncompetitive from a natural cause, in the sense 
the term natural is used above. When the matter is 
thoroughly analyzed, it results in the conclusion that, 
under certain conditions, competition, when effective and 
unremitting, becomes destructive of even the stronger 
competitors, and thus tends, either to eliminate all com- 
petitors except the one final victor, or to reduce a 
comparatively small number of survivors to bankruptcy. 
It may be fairly said that under such circumstances the 
conditions of natural monopoly exist. 

In the popular mind, the principal cause of combina- 
tions and trusts, probably, is the mere chance presented to 
secure control of the market of a particular commodity, 
either for a brief period, or in a more permanent way. 
That is, no particular factor or circumstance was decis- 
ive, unless, perhaps, the personal element in the promoters 
of the combination. It is particularly with this type in 
mind that our anti-trust laws have been enacted. In this 
group, which may be called the omnibus group, all the 
combinations, not due to specific causes already men- 
tioned, may be included. Combinations organized simply 
with a view to control prices, and without any other hold 
on the trade, have generally been characterized by an 
extravagant price policy. The reason for this is that a 
mere agreement among producers is not likely to last long, 
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and a consolidation of them in any case would be likely 
to develop new competition, so that under such circum- 
stances the natural impulse is to make hay while the sun 
shines. 

Let us return now to the question of natural monop- 
olies. It has frequently been observed that one of the 
most fertile fields for the growth of combinations and 
monopolies is where there exists a limited supply of some 
highly useful gift of nature, such as coal, ore, petroleum, 
timber, water power, etc. 

While it cannot be proved statistically, there is good 
ground for believing that in several branches of mining, 
the products, under a competitive system of production 
and sale, often do not, on the whole, repay the pro- 
ducers for their outlay. The people who generally make 
money from such products are those on whose lands 
the deposits are found, and who lease them on royalty. 
Production is encouraged in some branches of mining by 
the speculative profits, and maintained in others, even 
though the business as a whole is a losing one, by the 
fact that capital is heavily and irretrievably committed. 
The conclusion as to the unprofitableness of mining 
seems to be justified particularly by a study of the 
history of coal mining and iron-ore mining, where the 
industry is conducted under conditions of free com- 
petition. As such conditions, in a certain sense, afford 
a justification for combinations, it is important to 
examine them in some detail. Combination in self- 
defense can hardly be regarded as an assault on the 
public welfare requiring penal correction. 

A good illustration is found in coal mining. At the 
beginning of the exploitation of a coal field, it naturally 
happened that the producers attacked, at first, compara- 
tively accessible deposits, and consequently were obliged 
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to apply but little capital, or otherwise commit themselves 
seriously to the continuation of the business. Under 
such circumstances, they prospered or failed, continued 
or abandoned their activities, according to the profits 
obtained. As the business developed, however, the coal 
lands acquired more value, due to the development of 
the market (or demand), and those who engaged in coal 
mining, or those who had coal lands, found themselves 
in the position of holding something of value, which, 
however, could yield a return only if brought under 
exploitation. On the other hand, the development of the 
industry led to the sinking of more capital into mining 
improvements, such as shafts instead of slopes, more 
elaborate mechanical equipment, etc., either because the 
coal had to be sought at deeper levels, or because such 
an equipment, when properly utilized, resulted in a reduc- 
tion in the cost per ton of coal mined. In fact, it was’ 
found that operating costs depended in a large degree on 
output, or how much coal could be taken from a single 
shaft. This condition drove every operator to try to 
increase his output in order to lower his costs. 

The inevitable result was overproduction. The market 
became glutted with coal, which so declined in price that 
it afforded a profit to only a few of the best located 
producers. Many of those who were losing money stuck 
to it because their capital was committed; others failed 
outright and quitted the business. It was quite possible, 
however, for production to be continued in mines in 
which the cost of production exceeded the market price, 
particularly if the operating company became bankrupt, 
and sold its improvements far below cost. The natural 
growth of demand was the beacon of hope to the 
mining operator, but, when the demand did outstrip pro- 
duction, either from the natural growth of population 
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and use, or from unusual industrial activity, this oppor- 
tunity was seized on by those who possessed coal lands 
hitherto unexploited, or previously exploited but aban- 
doned, to enter the business, so that production and 
competition in a short time became excessive again, and, 
with that, a new period of glutted markets and unprofit- 
able business occurred. In such periods of bad times, 
there was no chance to accommodate production to 
demand, through a general reduction in output, because, 
as long as the coal operator was working on a strictly 
competitive basis, he could not reduce his output without 
increasing his cost per ton. The extra amount of coal 
produced by him had much less effect in depressing the 
market price than in diminishing his own costs. As long 
as he could not rely on others reducing their output, the 
most advantageous thing for him to do was to increase 
his own output. Under such circumstances, competition 
became destructive, cut-throat competition, from which 
the only results could be heavy losses for many, until the 
excessive productive capacity was put out of operation, or 
a new growth in demand caught up with the output. 
Concerns which were handicapped by extensive invest- 
ments in coal lands, which could not all be brought into 
operation at once, because there was no market for the 
coal, being thus burdened with heavy carrying charges, 
were naturally the ones that suffered most in these 
recurring periods of overproduction and glut. As long 
as lands adjoining theirs, equally available for mining, 
were not exploited, the owners felt themselves deprived 
of an opportunity to earn something from them, and 
often, indeed, where they had purchased them with a 
view to mining, were paying carrying charges on them 
in hard cash. This tended to force such properties, 
directly or indirectly, into the ranks of producers. As 
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such new competition would not be welcome, those 
already in the field, who contemplated continuing so 
indefinitely, would often buy or lease such lands, estab- 
lishing gradually large reserves. As long, however, as 
free competition persisted, and there was a division in the 
ownership of the coal lands, the price of coal:could not 
rise, in a permanent way, very much above the cost of 
mining, and would often fall below it. There was no 
margin, therefore, to cover the carrying charges of ex- 
tensive reserves of coal lands. 

These two factors, then, the condition of diminishing 
cost with enlarged output, and the pressure of the owners 
of unexploited properties on those that are engaged in 
operating mines, both tend irresistably to overproduction 
and losses. Such being the condition of the industry, the 
obvious remedy of combination has generally been 
clutched at by the producers, and it is a significant thing 
that the agreements among them are from the beginning 
directed quite as much toward the restriction of output 
as the fixing of prices. The restriction of output is, in 
fact, the crux of the whole problem. The ingenious way 
in which this was accomplished in the anthracite coal 
fields of Pennsylvania, by a combination of railroads 
interested in coal mines to limit the railroad shipments 
from each mine, is a matter of common knowledge, and 
it has been imitated in other parts of the country. 

Once, however, combination is achieved, the tendency 
of the producers, if left to their own devices, is to go to 
the other extreme, both in restricting production and rais- 
ing prices. There is not much doubt that, if all the reserves 
in our great coal fields and ore fields were opened up for 
operation to anyone who would pay a royalty equal to the 
intrinsic advantage (economic rent) of the mineral rights 
in question, the prices of coal and ore in our most favored 
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producing districts would experience a very marked 
decline, and with them the values of the deposits. In 
other words, the very high prices which are demanded in 
some districts for coal and ore, and for coal and ore 
lands, are dependent, in a large measure, on the estab- 
lishment of very large reserves, as well as the concentra- 
tion of current production in a comparatively few hands, 
among which understandings, concerning the restriction 
of output, are easily and quietly effected. 

The manufacturing industry does not involve the use 
of natural resources and so does not contain both of these 
competition-destroying tendencies. Possibly there are 
exceptions to the statement, particularly where water- 
power rights exist—but these only tend to emphasize 
the importance of the difference. On the other hand, 
for those in the manufacturing business who have 
already committed themselves more or less permanently 
to a particular branch of it by the investment of capital 
in works, etc., the conditions are to a considerable extent 
similar to those surrounding persons engaged in the 
mining business, in so far, that is, as that branch of 
manufacture is a business of diminishing costs. 

Generally speaking, manufactures under the factory 
system involve’ diminishing costs, while those under the 
household system often have nearly constant costs. 
Diminishing costs is the very raison d’étre of the 
factory in many branches of industry. Wherever there 
are considerable general expenses independent of output, 
the “burden expense” that must be added to the prime cost 
of labor and materials will always tend to give diminish-: 
ing costs with increased output. It is a pretty safe 
assumption that when bonuses are offered to workmen for 
extra large output the object is to take advantage of this 
diminishing cost. One does not need to suspect Car- 
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negie, for example, of sporting proclivities in reading of 
the “records” formerly made at Homestead, or at the 
Edgar Thompson mills. It is interesting to note that to 
this fact, in connection with excessive competition, Car- 
negie himself attributed the development or combina- 
tions in manufactures. In an article in the North 
American Review in 1889, he wrote as follows: “It is 
worth while to inquire into the appearance and growth 
of Trusts and learn what environs produce them. Their 
genesis is as follows: A demand exists for a certain 
article, beyond the capacity of existing works to supply 
it. Prices are high, and profits tempting. * * * * * 
New partnerships are formed, and new works are 
erected, and before long the demand for the article is 
fully satisfied and prices do not advance. In a short 
time the supply becomes greater than the demand, there 
are a few tons or yards more in the market for sale than 
required, and prices begin to fall. They continue falling 
until the article is sold at cost to the less favorably 
situated or less ably managed factory; and even until the 
best managed and best equipped factory is not able to 
produce the article at the prices at which it can be sold. 
* * * * * As manufacturing is carried on today, in 
enormous establishments with five or ten mililions of 
dollars of capital invested, and with thousands of work- 
ers, it costs the manufacturer much less to run at a loss 
per ton or per yard than to check his production. Stop- 
page would be serious indeed. The condition of cheap 
manufacture is running full. Twenty sources of expense 
are fixed charges, many of which stoppage would only 
increase. Therefore the article is produced for months, 
and in some cases that I have known for years, not only 
without profit or without interest upon capital, but to 
the impairment of the capital invested. * * * * * It is 
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in the soil thus prepared that anything promising relief 
is gladly welcomed. * * * * * Combinations— syndi- 
cates—trusts—they are willing to try anything. * * * 
* * Such is the genesis of ‘Trusts’ in manufactured 
articles.” 

It would take, indeed, a wide knowledge of the tech- 
nique of many branches of manufacture to enable one to 
express an opinion as to the extent to which diminishing 
costs prevail in the manufacturing industry, and a very 
exact knowledge of a particular branch to tell in what 
degree it prevailed therein. Probably there is no such 
thing, generally speaking, as a final best unit of manu- 
facturing plant; it all depends on the volume of business 
and the improvements in technique. 

The great significance of diminishing costs in trans- 
portation is admitted on all sides, and by some who deny 
its existence in manufactures. 

There is a branch of trade closely connected with both 
manufactures and transportation which is coming more 
and more under the influence of this factor,—namely, 
the distribution of commodities. Whether the distri- 
bution of commodities is affected in an important degree 
by this principle depends chiefly on the technique. It is 
impossible to consider this subject in detail, but it may 
be pointed out that it prevails in the most conspicuous 
degree in those systems of distribution which require 
elaborate equipments for transportation, storage, and sale. 
A good illustration is found in the fresh meat trade. A 
successful business today requires a large equipment 
of refrigerator cars, icing stations, and local “coolers” 
for storage. The plant involves a large expense, which 
can be born economically only by a large volume of 
sales. An even better illustration, perhaps, is found in 
the sale of illuminating oil. The elaborate mechanical 
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equipment used in the bulk distribution of this com- 
modity, which includes storage tanks, tank cars, tank 
ships, tank wagons, and in some cases even pipe lines 
for refined oil, necessarily involves an enormous capital 
expense, which is made economical only with a very large 
volume of business. The cost of distribution per gallon 
diminishes rapidly with the increase in the volume of sales. 
These like other elaborate methods of distribution are 
generally calculated to serve more than one end, and to 
render more than one advantage. As means of obtain- 
ing a sure market for a commodity, as well as means 
for wresting away the business of rivals, they have 
important uses. The important fact for the present dis- 
cussion, however, is that the distribution of com- 
modities, like the manufacture of them, is often subject 
to diminishing cost with increased volume of business. 
This naturally tends to develop excessive competition, 
which may become destructive of all but the most power- 
ful, if the competitors do not come to some agreement. 
In other words, the conditions are present for a natural 
monopoly. 

It is a much simpler matter to state the causes of com- 
bination and monopolies than to discover the remedies 
for them, or for their particular abuses or defects. 

Combinations and monopolies may be regarded, on the 
one hand, as things wholly bad, or on the other hand, as 
social phenomena producing effects in which good and 
evil are mixed. If the first view is adopted, we should 
seek to abolish combinations, either by direct prohibition, 
or by taking preventive measures looking to the removal 
of all the causes. If the second view is taken, we must 
first determine what are the evil results of combinations, 
and then consider what methods are best adapted to cure 
them—whether by removing the causes, or by applying 
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some antidote to the abuse. While there is a good deal 
of difference of opinion among well informed and dis- 
interested people as to whether combinations are wholly 
bad or only bad in so far as they produce certain effects, 
there is naturally a general agreement in the opinions as 
to the bad effects. The principal evils or abuses, attributed 
to combinations, appear to be as follows: 

1. The exaction of exorbitant prices from consumers. 

2. The depressing of the prices of raw material, or 
the wages of labor. 

3. Rebates. 

* 4. Unfair competition. 

5. Improper and fraudulent practices in the financial 
conduct of corporations. 

6. Engrossing the natural resources of the country, 
or patented inventions, and making the control of them 
the basis for killing off competition, or for an extor- 
tionate price policy towards consumers. 

7. Dumping, or selling commodities in export mar- 
kets at lower prices than at home. 

Formerly a good deal used to be said of the wastes 
which combinations and monopolies were guilty of, but 
less is heard today on this matter. This waste used to 
be attributed to the lack of competitive stimulus and the 
discouragement of small individual enterprises. The 
chief indictment, however, was the destruction or dis- 
mantling of plants which were found superfluous by the 
combination. It is quite evident, of course, that some 
of the abuses mentioned above, as commonly attributed 
to combinations and monopolies, exist also under condi- 
tions of active competition. Price cutting, railroad re- 
bates, watered stock and dumping, for example, are 
phenomena quite as characteristic of the competitive 
régime as of the monopolistic, although such abuses 
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acquire a much graver import in the latter case. Exor- 
bitant prices, on the other hand, may be regarded, in 
tendency, at least, as characteristic of the latter. Al- 
though selling prices are often higher at times under the 
competitive system, the tendency is for the prices under a 
combination or monopoly to exceed them on the average. 
The abuses of unfair competition, also, though frequently 
existing to some extent under free competition, are not 
generally of a very harmful character unless practiced 
by a concern with monopolistic powers. So, also, the 
engrossing of natural resources may be carried to a con- 
siderable degree by competing concerns, but this be- 
comes of much more serious consequence when a 
combination or monopoly arises. When the process of 
absorbing natural resources has been carried very far, 
this is apt to be the result. 

The first remedy that is ordinarily suggested for al- 
most any kind of social abuse is a legal prohibition. If 
this plan is adopted two difficult questions must be 
answered: first, What is the exact offence that the law 
is to prohibit? second, Is a general prohibition of all 
kinds of combination and monoply capable of enforce- 
ment under the given conditions of public sentiment and 
business practice? 

As to this last question, it must be considered that 
the business world generally regards great combinations, 
whether rightly or wrongly, as the natural and necessary 
development of trade, and declares in picturesque meta- 
phor that “natural laws cannot be repealed by statute.” 
A statute law, of course, is just as much a condition of 
economic development as any other circumstance—it may 
be an important or an unimportant one depending on a 
good many circumstances, but particularly, in countries 
with popular government, on the degree to which it com- 
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mands the support of public opinion. It is at least 
doubtful whether the drastic application of some of the 
penalties of our state anti-trust laws would be supported 
by public opinion. 

There also appears to be a real difficulty in fixing the 
definition of the offence committed by establishing a com- 
bination or monopoly which will be satisfactory to the 
practical economist and the jurist. This has been found 
in Europe, where the legal conditions are much simpler 
than in the United States.- Our difficulties are twofold, 
depending not only on the nature of the act, but also on 
our form of government. The people of the United States 
are in a peculiarly unfortunate position in attempting to 
regulate these matters, on account of the constitutional 
limitations of both state and federal goverments. The 
constitutional limitation on the federal government in 
regard to commerce is an unfortunate historical sur- 
vival. While under the constitution the power of the 
federal government to regulate corporations is often 
spoken of as being limited to those doing an interstate 
business (and this is the purview of the Sherman Anti- 
Trust Law), yet as a matter of fact the power of Con- 
gress extends to various other subject-matters which 
would give it additional powers of control; for example, 
patents, post roads, etc. What is really needed is a revis- 
ion of the constitution—a revision upward—whereby the 
organic law of the state, in this as in other respects, shall 
be made to meet the demands of modern industrial civili- 
zation by providing for the enactment of a general code 
of commercial and corporation law. This, it must be 
admitted, is at present a counsel of perfection.. 

The problem of defining the offence of combination 
or monoply must be left to the lawyer, if a general pro- 
hibition is to be the remedy. Modifications of the Sher- 
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man Act have been proposed in some quarters, looking 
to the legalization of reasonable agreements. As is well 
known the Supreme Court in the Trans-Missouri Freight 
Association case held that all agreements to fix railroad 
rates, whether the rates so fixed were reasonable or not, 
were in restraint of trade and prohibited. 

Whatever may be thought of the plan for relaxing the 
severity of our federal anti-trust law, mentioned above, 
the history of the development of combinations and 
monopolies in the United States seems to indicate that 
a completely satisfactory remedy is not found in criminal 
prohibition. Until some better device is found, however, 
for checking combinations which are clearly obnoxious 
to the public welfare, it is probably better to have an im- 
perfectly designed and sporadically applied prohibition 
than to have no defense at all. Furthermore, the general 
position may be taken, that, while great combinations 
may afford important advantages in developing and ex- 
ploiting natural resources, or in organizing and cheap- 
ening the manufacture and distribution of commodities, 
and while in particular, they may give to this country a 
stronger position in international competition than it 
would otherwise possess, yet none of these considerations 
is of great weight in comparison with the necessity of 
preventing one class of the community from unfairly 
oppressing another, and of compelling all persons and 
corporations to be obedient to just laws. 

A powerful and untrammeled government could easily 
abolish combinations or monopolies by a variety of meas- 
ures without resorting to the criminal law, but it would 
be important to consider whether the remedy adopted 
might not be worse than the disease.. Remedies for 
combinations and monopolies should be applied with prop- 
er regard to the abuses and to the causes. Apart from 
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the questionable expedient of a simple prohibition, there 
is no panacea. 

Consideration may now be given to particular remedies. 

1. Where a monoply is the result of a legal grant, 
it could in general be abolished by simply repealing the 
grant (subject, of course, to any constitutional limita- 
tions) ; or, in any case, a recurrence thereof could be pre- 
vented by refraining from making such grants, or making 
them only under restrictions that would prevent any ob- 
jectionable results. In the case of public franchises, it is 
already customary to limit the term of the privilege, and 
to exact guarantees for the just treatment of the public. 
A good illustration is found in the system sometimes used 
in fixing the price of gas, whereby the increase of divi- 
dends is dependent on reductions in price. An easily 
cured defect of the patent law of this country appears 
to be the right of the holder to prevent the use of the 
article absolutely. This right has been abused, especially 
by concerns seeking to establish monopolies. In this 
connection the possibility of controlling combinations 
through patent rights may be noted; for example, Con- 
gress might restrict the use, purchase, or sale of a patent 
by a combination or monopoly. 

z. The cause for a very important class of monopolies 
is found in the exclusive possession or control of natural 
resources, of which water rights and mineral deposits 
are perhaps the most important examples. The most ef- 
fective way to prevent monopolies from being established 
in this way is obviously to prevent such property rights 
from being acquired, at least permanently, by any private 
person or company. Where the community has the orig- 
inal title, mere business interest would suggest that grants 
of such rights without restrictions, or in perpetuity, were 
wasteful and improvident. In any case, in order to pre- 
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vent possible monopoly and exploitation of the public the 
state or federal government should retain or acquire such 
rights for themselves, to a certain extent, and eventually 
allow them to be operated by private interests under def- 
inite restrictions concerning the methods of operation and 
the conduct of the business, and, in some cases, by pre- 
scribing rates or prices. This is being done already in 
some western states with regard to water rights, but the 
principle is applicable to various natural resources. The 
constitutional limitations of the federal government are 
more serious here than in any other case, and this is 
particularly regrettable, because individual states can 
hardly be expected to adopt the policy most conducive 
to the welfare of the whole country in instances where 
their particular interests are not identical with it. Penn- 
sylvania, for example, would make very little effort to pre- 
vent monopoly prices in anthracite coal, the bulk of which 
is sold outside of the state. In cases where such a policy 
was deemed impracticable it might be worth while to try 
the remedy, already applied in some German cities, and 
recently adopted in the English Budget, namely, to levy 
a tax on the unearned increment in value from such 
natural resources. Or, the state might, by eminent do- 
main, take the reversion of such property after a fixed 
term, say thirty years, paying down now the present value 
of the reversion. 

3. Undoubtedly the most prolific, and at the same 
time the most demoralizing, cause of monopoly in the 
United States has been favoritism—particularly in the 
railroad rebate or special rate. It is important to note 
that rebates are, to a very large extent, the result of ex- 
cessive competition, and that with the permission of rail- 
road pooling the chief incentive to this practice would be 
eradicated. Economists have long admitted that this is 
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desirable in conjunction with rate regulation, though they 
have been unwilling, generally, to advocate permitting it 
in other branches of business, partly because they did 
not always see that the causes tending to combination 
were similar in character, but chiefly because they did not 
think there was any feasible system of preventing abuse 
of such a privilege. The rebate is, of course, merely one 
of numerous devices intended to give one shipper an ad- 
vantage over another. This is one of the causes which 
should be attacked in the first instance by prohibitory 
legislation and drastic penalties. In order to make such 
legislation effective the most thorough administrative 
supervision is necessary, including the power to examine 
books and papers, both. of transportation companies and 
shippers. 

4. Unfair competition may be the cause for the forma- 
tion of a monopoly, as well as the means of maintaining 
it. This term is an elastic one, and includes a variety of 
practices, which may occur under a competitive, as well 
as a monopolistic, system. Here again criminal legislation 
would do much to end the abuses. A prohibition of local 
price cutting, and of bogus independent companies, seems 
feasible from the legal standpoint. The practicability of 
a law against local price cutting is illustrated by the actual 
Kansas law with respect to the sale of petroleum, and the 
legal propriety of a law of this kind has been vouched for 
by no less an authority than the present Secretary of 
State. Just what form a law against local price cutting 
should take cannot be adequately considered here; it 
might be desirable to limit it to cases where prices were 
cut below cost, or to cases where the prices were cut with 
the intention to injure a competitor. In this case, of 
course, some rule of evidence should be established which 
would make the law effective. In all cases due allowance 
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should be made for differences in cost of transportation, 
or for differences in manufacturing cost at different points 
of supply. The chief difficulty with such a law is in ap- 
plying it to other commodities than staples of commerce, 
i.e., to articles for which the measures of quantity and 
quality are not easily fixed. For this reason it could be 
successfully applied, perhaps, only to a limited number 
of specific commodities. 

Excluding competitors from obtaining materials, facili- 
ties, etc., would need more particular analysis and defini- 
tion than can be given the subject here. One competitor, 
for example, may be such an important purchaser, or 
otherwise so influential, that on his demand the seller 
may refuse to sell to anyone else. In some lines of 
business, chiefly, if not invariably, where some element 
of privilege enters, an obligation exists to supply all 
would-be customers. Illustrations are found in common 
carriers, warehousemen, innkeepers, companies supply- 
ing water, light, etc. The application of this rule to 
business generally does not seem advisable, although every 
case ought to be considered on its merits. The so-called 
commodity clause in the Hepburn Act, which aimed 
to prevent railway companies, in certain cases, from pro- 
ducing a commodity which was an important article of 
freight, and in which commodity they might, directly or 
indirectly, assure to themselves an unfair advantage over 
competing producers, is a good example, in purpose at 
least, of the sort of legislation needed in this direction. 
While common carriers could of course be prohibited 
from denying equal facilities, it would be quite another 
matter to compel combinations which held supplies of 
natural resources to sell them at reasonable prices. On 
the other hand, where patented machines or instruments 
were controlled by a monopoly, it might be required by 
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law to allow the use of them to all under fair terms. 
This might involve some control over the system of 
rental, where that plan is used. The refusal to rent one 
machine, for example, unless others are also taken, should 
be prohibited; otherwise a patent, which contemplated 
a monopoly in a new invention, might lead to a monopoly 
in things already in common use. 

Certain kinds of exclusive contracts are undoubtedly 
to be included in the term “unfair competition”, and as 
such should be placed under the ban of the law. This 
has already been done in some states where certain ex- 
clusive contracts are declared to be in restraint of trade. 
Espionage, by corrupting the agents of carriers, of com- 
petitors or public employees, in order to obtain informa- 
tion of a competitor’s business, and similar practices, 
should be prohibited also. Criminal legislation in this 
respect has been developed much further in Europe than 
in the United States. 

5. Certain monopolies owe their existence, at least 
in a considerable degree, to superior efficiency. What can 
be done to prevent such a monopoly? A criminal prohibi- 
tion against efficiency, or any attempt to hamper it un- 
fairly, is certainly not to be recommended. To let such 
a monopoly loose on the public, and to trust simply to 
potential competition to keep it straight, is another an- 
swer to the problem, but not a very reassuring one under 
our present conditions and laws. Such a combination, if 
extensive enough, could probably by means of local price- 
cutting, and other means of unfair competition, dis- 
courage any would-be competitors, and, with a posses- 
sion of a confirmed monopoly, turn and exploit the con- 
sumer. Where, however, a monopoly rested purely on 
superior efficiency, without the aid of unfair advantages, 
or unfair competition, and without the possession of 
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special franchises, or sole control of natural resources, 
it might be allowed to continue in its monopolistic course 
as a public utility, but it should be put under scientific 
observation as an economic curiosity. 

6. A monopoly may be established simply on the basis 
of an agreement among, or consolidation of, all the pro- 
ducers of, or dealers in, a commodity. Including consoli- 
dations within the meaning of the term combination, it ap- 
pears at once that the question as to a remedy for a mo- 
nopoly of this kind depends on the question as to the 
remedy or remedies for the various sorts of combinations. 

As combinations are often simply the forerunners of 
monopolies, their causes are often indirectly the causes of 
monopolies. On the other hand, the particular conditions 
that make monopolies possible are often the causes in 
some degree of combinations. Avoiding all repetitions 
on this account, the remedies for combinations will now 
be considered. 

1. Of our state corporation laws, which encourage 
the formation of combinations by permitting unreason- 
able and often almost fraudulent capitalization, as well as 
a variety of abuses of promotion and underwriting, little 
need be said. There is not much difference of opinion 
as to the desirability and practicability of reform. If laws 
were passed by the states forbidding excessive capitaliza- 
tion and unreasonable contracts with underwriting syn- 
dicates, the incentive to and facilities for organizing 
trusts would be greatly diminished. Stricter rules about 
holding corporations and the permissibility of one com- 
pany holding stock in another would make it possible to 
prevent many obnoxious combinations. The real remedy 
in this respect, however, is not to be sought from the state, 
but from a federal code of corporation law, and a system 
of federal corporations. Apart from curing the general 
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abuses of corporation law, already referred to, the federal 
government could set bounds to the system of promiscuous 
intercorporate shareholding, and also the absolute consoli- 
dation of corporations. In this manner the most im- 
portant devices for forming a present-day trust would be 
brought under government control. 

2. Some combinations depend on a protective duty. 
The remedy here is suggested by the cause, but, whether 
it will be regarded as worse than the evil intended to be 
corrected, will depend generally on whether the opinion 
is that of a free trader or protectionist. The protection- 
ist’s usual objection is, that the abolition of a protective 
duty may indeed destroy a trust in some cases, but that 
it will also destroy the outsiders who are competing with 
it. The Canadians have tried to solve this difficulty by 
providing that, when the commodity protected by a duty 
comes under the control of a combination, the duty on 
such commodity is revoked. Our most conspicuous and 
powerful trusts, with the exception of the Sugar Trust, 
do not depend to any important extent on the tariff. It 
might be opined in regard to the Sugar Trust that, in- 
stead of cutting out a useful article of revenue by abolish- 
ing the differential on raw and refined sugar, it would 
be a good thing to levy an internal excise tax to cor- 
respond. While tariff duties might well be abolished on 
certain commodities which are controlled by monopolies, 
it would be preferable, as a rule, to have this done by 
law rather than by administrative action. In any case, 
only grave injury to the public welfare should be the 
basis of changing the customs duties, when once they 
are properly adjusted to the national welfare and national 
industry. 

The bounty system of protection, while it has distinct 
theoretical advantages in some respects, is not generally 
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favored, but it may be noted in this connection that it 
possesses the peculiar advantage that it may be with- 
drawn from the offending combination without injury to 
(indeed to the advantage of) the innocent outsider. 

3. Combinations are sometimes called into existence 
to oppose trades unions. In olden times the English law 
forbade workingmen to combine in order to obtain bet- 
ter terms of employment. Such an act was termed a 
conspiracy. Today the laws of the land permit to work- 
ingmen an unfettered right of combination, but deny 
the same to the employers. The remedy for combina- 
tions among employers is not to be sought, however, in 
the prevention of combinations among laborers. The 
reasons of public policy, which have led to the repeal of 
laws against workingmen’s combinations, are too broad 
in scope to be affected by their occasional relation to em- 
ployers’combinations . 

4. For combinations established to counteract other 
combinations, it is evident that a remedy aiming to remove 
the cause would be found only in a general remedy for 
combinations, which, in that case, would cure both cause 
and effect. 

5. Combinations may arise from excessive competi- 
tion. The only way to prevent such excessive competi- 
tion would appear to be in restricting it by limiting the 
output or sales of each competitor, by fixing prices, or 
by some similar device. This, however, is just what 
combinations themselves aim at. In other words, the 
only cure for the cause is the thing to be prevented. 
Hence, combination established by the state is, strictly 
speaking, not a solution of the problem. Such a plan 
has already been tried in Austria-Hungary in connection 
with the sugar industry, and in some other instances. 

6. Where a combination is formed simply because 
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an opportunity presents itself to control output and raise 
prices without any of the special causes of combinations 
already enumerated there naturally does not appear to 
be any single peculiar remedy, because the circumstances 
which make such a course of action feasible are generally 
various and complex. It is impossible, practically speak- 
ing, to try to discover or anticipate all the conditions or 
circumstances which may induce combinations. There 
must be, therefore, a residual class of combinations for 
which a general remedy is available. One remedy for 
this kind of combination would be that of the French 
law, which prohibits such combinations as result in giv- 
ing to a commodity a price other than that which would 
result from free competition. As interpreted by the 
courts, this is a prohibition of such combinations as charge 
unreasonable prices. A criminal law, however, which has 
to be applied by tedious judicial processes is not a very 
satisfactory remedy for such abuses. 

In considering the means of doing away with combina- 
tions and monopolies by eradicating the causes, we have 
already had occasion to note various abuses, which are 
causes as well as effects of such organizations. Particular- 
ly, we have considered the problems of unfair competi- 
tion, promotion abuses, the engrossing of natural re- 
sources, and the means of preventing them. These are 
not really abuses which are peculiar to combinations. The 
same is true of dumping. The discussion of a remedy 
for this practice would take us too far, but it might be 
prohibited like local price discrimination, although the 
principles at the base of it are not the same. The principal 
abuse, however, namely, price extortion, is one that has 
still to be considered. Avoiding the direct regulation of 
prices, the effort has been made to reach a remedy in- 
directly by the application of the principle involved in the 
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prohibition of usury. But, as usury laws are seldom con- 
venient in business affairs, so a similar limitation in respect 
to the prices of commodities, apart from those furnished 
by public municipal utilities, common carriers, and an- 
alogous enterprises, would not prove very practicable. In 
both cases, however, greater police power over petty deal- 
ings with the poorest classes might be beneficial. The rem- 
edy for this abuse is, in a certain sense, an answer to the 
whole problem, and it must be found in the remedy for 
those classes of combinations and monopolies which can 
not be corrected by the application of measures devised 
to remove the particular causes, or intended to neutralize 
them. 

Our analysis thus far, as just intimated, has resulted 
in the conclusion that, while a number of the important 
causes of combination or monopoly may be removed by 
specific remedies, there is a number of causes for which 
no such remedy seems to be available. Of these classes of 
combinations requiring some general remedy, two are of 
special importance; first, those combinations which are 
induced by excessive competition, and, second, those which 
cannot be ascribed to any special cause or set of causes, 
but result from an opportunity to make an extra profit 
in that manner. Practically these two classes may not be 
easily distinguishable, but they are really quite distinct, 
both in cause and purpose. 

The problem is to find a remedy for the necessities of 
industry, without laying the public open to extortion,— 
how on the one hand, to allow the producers to combine, 
when necessary to prevent cut-throat competition, and, 
on the other hand, to prevent them from exploiting the 
consumer by charging excessively high prices. 

The trusts have grown so large, and have become so 
accustomed to the exercise of extensive and arbitrary 
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power, that remedies of publicity and moral suasion, 
which might have been of considerable effect if applied at 
the beginning, cannot be wholly relied on. What is neces- 
sary is a real and effective control. 

The first, obvious idea would be to permit such com- 
binations as were deemed necessary, but to establish some 
sort of a control over prices. Time does not permit a 
discussion of the merits or possibilities of this method. 
While we have already come to accept the power of the 
government to fix rates for the services of various munic- 
ipal utilities, and even of the railway, the application of 
the same system to all lines of monopolistic industry 
does not seem desirable. The greatest difficulties are 
not those connected with a good understanding of the 
market, although the business man is apt to talk of these 
matters as great mysteries. The great combinations in 
tecent years have prided themselves on keeping theif 
prices unchanged during very great changes in produc- 
tive activity and in general market conditions, and even 
when the country was in the throes of a panic. But, 
while the fixing of reasonable prices for coal, rails, il- 
luminating oil, plug tobacco, or even fresh beef, is proba- 
bly a much simpler matter than the determination of reas- 
onable railway rates, the need for doing so’is not the same. 
If necessary, the state could at the present day take over 
the operation of the railroads. For the direction of in- 
dustry as a whole, however, the state is not ready, and 
no man can see far enough into the future to be sure 
that it ever will be. 

Another answer to the problem would be for the 
government to become a partner in the counsels, if not in 
the business, of the combination. A vote in the board of 
directors and an insight into the most intimate affairs 
of the combination would undoubtedly greatly strengthen 
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the government’s control, if the right sort of men could 
be obtained, but this device seems difficult and dangerous. 

Allied to this idea is the proposal that the government 
should enter certain branches of industry to a limited 
degree, and, by becoming a factor in the business, exer- 
cise a moderating influence. This system prevails to 
some extent in Germany, particularly in the mining of 
coal and of potash. It is doubtful whether such a policy 
is worth while, if the object is merely price regulation. 
Where the conservation of natural resources is at stake, 
or the preservation of public security is affected, such 
action might be recommended. 

A better solution would seem to be to permit certain 
combinations, but to limit profits. This is an old- 
fashioned remedy which has gone out of favor. One 
reason for this, undoubtedly, was the fact that adequate 
methods were not applied for its strict enforcement. A 
scheme which would appear to be worthy of considera- 
tion may be briefly outlined as follows: 

Let such combinations as are licensed to do business be 
taxed at a rapidly progressive rate on their net profits 
above an exempted minimum—say I0 per cent of the net 
investment. The tax should be substantial from the 
beginning, say 10 per cent on the profits exceeding 10 per 
cent, but not exceeding 11 per cent; 15 per cent on the 
profits exceeding 11 per cent, but not exceeding 12 per 
cent, the tax rate increasing thereafter, in like manner, by 
5 per cent on every I per cent increase in the rate of profit. 
On this basis the maximum profit retained by the corpor- 
ation would be about 20 per cent, under which condition 
the state would get about 10 per cent. 

Obviously the chief difficulty would be to determine the 
net investment. The subject is too large for a proper 
discussion here. Whether the cost of the property in 
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question or a physical valuation of it should be taken, or 
whether tabula rasa should be made of past offenses, and 
present book values used as a starting point, would make 
little difference in the long run. If proper bookkeeping 
methods were imposed on all companies, any inequalities 
in assessment existing at present would be comparatively 
unimportant quantities twenty years from now. If the 
companies in question were obliged to come to an 
understanding with the government on this subject, be- 
fore doing business under such a license, it seems likely 
that, even now, a reasonably fair valuation could be 
agreed upon, without great expense or loss of time. 

This plan, on the one hand, would leave to private 
interests the task of fixing prices, with sufficient incen- 
tive to strive for a profit, and, on the other hand, would 
set a limit to the exploitation of the public. It involves 
the recognition of combination as lawful in certain cases. 
This might be made by the grant of federal incorpora- 
tion, or the issue of a license. Such a license would con- 
fer, of course, no monopoly. Probably it would involve 
to some extent administrative discretion, guided, of 
course, by established general regulations and laws. For 
the purpose of carrying out the law, a special organ of 
administration would be necessary. This organ should 
have, not only the supervision of the federal law con- 
cerning combinations, monopolies, and federal corpora- 
tions, but also act as a licensing, tax collecting, and 
publicity office. 

The various positive measures for the control of com- 
binations and monopolies, which have been mentioned 
or discussed, do not exhaust the subject by any means, 
but indicate in a general way what might be done, if a 
thorough-going system of control was planned. Re- 
sumed in brief they are: 
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1. Restrictions in the grants and uses of patents and 
franchises. 

2. Conservation and control of natural resources, 
including taxes on unearned increment. 

3. Prevention of discriminations in transportation. 

4. Prohibition of unfair methods of competition. 

5. Provision for abolition or suspension of customs 
duties in certain cases, or for the establishment of 
corresponding excise duties. 

6. Establishment of a system of federal corpora- 
tions, under strict control, both as to management and 
consolidation. 

7. Prohibition of unlicensed agreements or consoli- 
dations. 

8. Establishment of a system for federal license and 
taxation of combinations. 

9. Establishment of an administrative organ to super- 
vise and enforce the laws, and to act as an agent of 
publicity. 

In conclusion it may be pointed out that, if all these 
remedies were adopted and put into effect, there would 
still remain questions of policy in the administration of 
the laws which would be of vast importance to the wel- 
fare of the country. For example, the government 
would have to take a stand on the broad question as to 
how far it would permit concentration in industry. The 
adoption of a very thorough-going system of control 
does not commit the administration of the law to destruc- 
tive, iconoclastic methods. It merely insures the suprem- 
acy of general welfare over particular private interests. 
The establishment of powerful concerns, which virtually 
acquired possession of the whole market, if they owed 
their position to superior efficiency, without the aid of 
natural resources or facilities not open to all competitors, 
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and if they pursued a fair business policy toward all 
competitors and consumers, would not be necessarily 
regarded as objectionable. 

The general ideas at the basis of this scheme of con- 
trol may be briefly summarized as follows: first, to 
remove all the conditions which impede free competition, 
or facilitate combination or monopoly; second, in those 
cases where free competition becomes destructive to allow 
the producers to combine, with safeguards for the public 
interest. It is not believed that the circumstances under 
which the licensing of combinations is contemplated 
would be a great temptation to those who did not really 
suffer from excessive competition. With a system of 
federal corporations and federal taxation and supervision 
of corporations, combinations by consolidation could be 
made impossible, and secret unlicensed agreements could 
be made ineffective, as well as dangerous to those who 
attempted them. 
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THE SHERMAN ANTI-TRUST ACT. 


VICTOR MORAWETZ. 


It has been the fashion, at least in Wall Street circles, 
to condemn the Sherman Anti-Trust Act without reserve. 
It has been asserted that the Act embodies a reactionary 
attempt to arrest the evolution of modern business 
methods, and that, if enforced consistently, the Act would 
check our industrial progress and, by making it impossi- 
ble to carry on business effectively, would restrain the 
trade and commerce which it was designed to protect. I 
believe that these views in great measure are due to 
misapprehension as to the meaning and effect of the Act 
and, perhaps, also in part to unenlightened self-interest. 

The Anti-Trust Act contains two prohibitions. Section 
1 prohibits contracts, combinations, and conspiracies in 
restraint of interstate or foreign trade or commerce. 
Section 2 prohibits monopolies and attempts to monopo- 
lize, and combinations or conspiracies to monopolize, any 
part of interstate or foreign trade or commerce. On 
their face, these prohibitions appear to enforce only 
established principles of the common law. Certainly they 
do not seem revolutionary, or in conflict with sound 
political and economic policies. But it has been asserted 
that the courts have construed these prohibitions as for- 
bidding every contract or combination that in any degree 
diminishes competition, and that the Act thus construed 
would render unlawful and criminal many industrial 
contracts and combinations that are necessary to the 
successful conduct of business and that always have been 
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considered fair and proper throughout the civilized world. 
This is a mistake. The courts never have decided that 
industrial combinations are prohibited by the Act solely 
on the ground that they diminish competition, and the 
courts never have condemned as unlawful contracts and 
combinations that are necessary to the successful conduct 
of trade and commerce and that prior to the passage of 
the Act were deemed lawful and proper. It is true that 
there are dicta in some of the opinions of the judges 
which, taken alone, may furnish some basis for these 
criticisms and fears; but the mere dicta of judges are not 
binding as precedents. Only actual decisions control in 
future cases, and there are no actual decisions that the 
Act has any such effect as has been asserted. 

The decisions relating to combinations of railway com- 
panies involve a principle which does not apply to com- 
binations of manufacturers, merchants, or others engaged 
in industrial enterprises. The railways are the principal 
highways of interstate commerce, and any action of the 
railway companies or of others that would block the 
transaction of commerce upon these interstate highways, 
or that would place an additional burden or charge upon 
the commerce transacted on these highways, necessarily 
would operate as a direct restraint upon the interstate 
commerce of the people of the United States. For this 
reason, in the famous Debs case, the Supreme Court 
decided that a combination or conspiracy of striking em- 
ployees to stop the operation of the railways necessarily 
operated as a restraint of interstate commerce, and there- 
fore was in violation of the Anti-Trust Act. In the 
Joint Traffic Association cases the Supreme Court went 
a step further and held that contracts or combinations 
among railway companies to fix and maintain rates upon 
competitive traffic operated as a restraint of interstate 
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commerce, because the natural and direct effect of such 
contracts and combinations was to maintain rates at a 
higher level than otherwise would prevail. If a com- 
- bination to stop completely the transaction of commerce 
upon the interstate railways was a restraint of interstate 
commerce, as decided in the Debs case, the court very 
properly could hold that a combination of the railway 
companies to fix and maintain their charges or tolls at a 
higher level than otherwise would prevail (which was 
the object of the combination) was a restraint of inter- 
state commerce. But it should be observed that in these 
Traffic cases the combinations were in restraint of inter- 
state commerce, and unlawful not because they restrained 
commerce of the railway companies which entered into 
the combination, nor because they diminished competition 
in interstate commerce, but because their natural and 
direct effect was to increase the tolls or charges payable 
by the public upon all interstate commerce over the rail- 
ways. 

There may be a difference of opinion among railway 
men whether the prohibition of combinations to pool 
competitive traffic, or to maintain at a higher level than 
otherwise would prevail the charges upon competitive 
interstate traffic, was injurious to the railway companies. 
I, for one, do not think that it was, and I believe that my 
opinion is supported by subsequent experience. But 
certainly it cannot be asserted that the prohibition intro- 
duced a new rule of law or was revolutionary in its effect. 
Long before the passage of the Sherman Anti-Trust Act, 
such contracts and combinations were unlawful in many, 
if not all, of the states, and such contracts always were 
considered by the railway companies themselves as prac- 
tically unenforceable. They were made principally to be 
broken. Besides, the desirability of such contracts, from 
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the point of view of the railway companies, in great 
measure has been removed by the enforcement of the 
Elkins Act against rebates. 

In the Northern Securities case it was held that a 
combination to vest in a holding company a majority of 
the stocks of two companies owning parallel and com- 
peting linés that were highways of interstate commerce 
was in violation of the Anti-Trust-Act. If, as decided in 
the prior cases, a contract or combination among railway © 
companies to fix and maintain rates as to competitive 
interstate commerce was in restraint of the interstate 
commerce of the public, and therefore illegal under the 
Act, the Supreme Court clearly was right in holding that 
the combination in the case of the Northern Seecurities 
Company was illegal. But here again the combination 
was in violation of the Act mot on the ground that it 
lessened competition in trade or commerce, but because 
its purpose and effect were to maintain rates at a higher 
level than otherwise would prevail, thereby imposing a 
burden or restraint upon the interstate commerce of the 
public. 

Now, what has the Supreme Court actually decided in 
regard to industrial combinations? The Supreme Court 
has decided that a combination or conspiracy of trade 
unionists to boycott interstate trade in the products of a 
manufacturer or merchant is in violation of the Act 
because such combination or conspiracy would restrain 
the freedom of commerce between the manufacturer or 
merchant against whom the boycott is directed and his 
customers. The Supreme Court also has decided in a 
number of cases that combinations or contracts among 
manufacturers or merchants to monopolize any branch 
of interstate trade or commerce were prohibited by the 
second section of the Act and were unlawful. Contracts 
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and combinations to monopolize an industry or branch of 
trade were unlawful at common law but no adequate 
remedy existed for the enforcement of the common law 
rule. Was it revolutionary or unreasonable to enact a 
United States law that could be enforced in order to 
furnish an adequate remedy to prevent such contracts and 
combinations to monopolize interstate trade or com- 
merce? 

The Anti-Trust Act does not prohibit restraints of 
competition. The word “competition” does not appear 
in the Act. It prohibits only restraints of trade and com- 
merce and monopolies or attempts to monopolize. The | 
Supreme Court never has decided, and it is not likely 
that it ever will decide, that an industrial combination, 
whether in the form of a co-partnership, or of a corporate 
consolidation, or of a holding company, is in restraint 
of commerce within the meaning of the Anti-Trust Act 
if the combination merely diminishes competition among 
those combining without constituting a monopoly or an 
attempt to monopolize, and if there is no attempt, by a 
boycott or other unlawful means, to interfere with the 
freedom of commerce of others. 

The question remains, what constitutes monopolizing 
or attempting to monopolize within the meaning of the 
second section of the Act. The word “monopolize” evi- 
dently was used in a popular sense, and not in a technical 
sense. The word “monopoly” in its popular sense implies 
such control of an industry or branch of trade as prac- 
tically precludes competition and as will enable those 
combining to control and dictate prices. A combination 
that diminishes competition in a branch of trade does 
not create a monopoly if effective competition remains 
possible. A combination involving 90 per cent of a 
branch of trade might properly be held to create a mon- 
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opoly though a combination involving only 60 per cent 
could not in any fair sense of the term be called a mon- 
opoly. You will recall that Mr. Bryan proposed in effect 
to define a monopoly as a combination involving 50 per 
cent of a branch of trade. Such a rule would be quite 
arbitrary and would not apply fairly in all cases. I be- 
lieve better results would be obtained by leaving it to 
the courts to decide what under all the circumstances of 
a given case constitutes a monopoly or an attempt to 
monopolize a part of interstate trade or commerce. But 
I think that Mr. Bryan had the right principle in mind. 
The test whether a combination should be prohibited is 
not whether it diminishes competition among those com- 
bining, but the test is whether it creates a monopoly or 
constitutes an attempt to create a monopoly in any branch 
of trade or commerce; in other words, whether it creates 
such concentration of control of an industry or branch 
of trade as practically precludes competition and confers 
the power to fix prices. 

I know there are those who hold that the era of 
competition is past and that all laws prohibiting industrial 
monopolies should be repealed. This I believe is a short- 
sighted view. Our people became enterprising and re- 
sourceful and our country became rich and prosperous 
during the era of competition, and largely owing to the 
stimulus of competition. Competition and struggle are 
necessary to develop strong and resourceful men. The 
monopolization of the industries of the country surely 
would result in lessening the initiative, the resourceful- 
ness, and the enterprise of our people. I know it is claimed 
that the monopolization of industries would result in 
economies of production ; but you know, and I know, that 
if the monopolization of our industries were allowed by 
law, many monopolies would be created for the purpose 
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of destroying competition and controlling prices and 
profiting at the cost of consumers, or for the purpose of 
floating securities on the New York Stock Exchange, 
rather than for the purpose of securing more efficient and 
more economical methods of production. But whatever 
view be taken as to the economic value of monopolies, 
we must not forget our social and political conditions. 
The monopolization of the industries of the country in- 
evitably would lead to a popular demand for strict gov- 
ernmental regulation of monopolies and probably would 
result in hostile legislation of a dangerous character. 
Therefore, I believe it to be best for the whole country, 
including those who are interested in our large industrial 
combinations, that the Sherman Anti-Trust Act should 
be kept upon our statute books, and that it should be 
enforced according to what I believe to be its true intent 
and purpose, namely, as prohibiting combinations to re- 
strain the freedom of commerce of others and as prohibit- 


ing monopolies and attempts to monopolize, but not as 
prohibiting industrial combinations, however large, so 
long as they do not involve monopolizing, or attempting 
to monopolize, a branch of interstate trade or commerce. 





THE SHERMAN ANTI-TRUST ACT—DIS- 
CUSSION. 


J. W. Jenxs: As the discussion of Mr. Morawetz had 
to do with the legal aspects of the Sherman Anti-Trust 
Act, it had not been my intention, as I am not a lawyer, to 
comment at all upon his address. Persons not trained in 
the law frequently have unfortunate experiences when 
they attempt to enter a discussion involving legal tech- 
nicalities. Inasmuch, however, as Mr. Morawetz, ex- 
pressed some opinions of the nature of obiter dicta which 
are economic in kind, I wish to comment briefly upon 
them. ; 

It seems to be his opinion that it is desirable to retain 
the Sherman Anti-Trust Act in order to prevent mon- 
opoly, and he seems to fear the monopolization of all 
industries. It is that point that I wish to object to. In 
my judgment, there is a tendency toward monopoly in 
certain industries, especially the so-called natural monop- 
olies, this tendency coming from the nature of the indus- 
tries themselves; but, on the other hand, there are very 
many industries, the majority of those in the country, 
that from their nature cannot be monopolized. Where- 
ever it is possible for an industry to be started and pro- 
duction carried on economically with a small expenditure 
of capital or wherever success in an industry is dependent 
to a noteworthy degree upon the individual qualities of 
the workman, good taste, artistic judgment, etc., there 
is no liklihood of any monopoly that can control that 
industry. There cannot well be a trust of portrait painters, 
or even for that matter of decorators or dressmakers or 
milliners. Individual taste is so much of a factor in suc- 
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cess in any one of these industries that no one of the most 
successful producers will be willing to subordinate his 
judgment to the will of a group and to produce in a 
routine way. Moreover, in the case of products such as 
those indicated, the consumer will always be willing to 
pay a high price to secure the work of the individual 
whose taste suits him, and it would be found impossible 
for any combination to control or to monopolize the 
market. 

I was particularly pleased with the frank, open-minded 
spirit in which Mr. Walker dealt with the question of 
monopoly. He recognized without any hesitation that 
there are certain industries in which the tendency toward 
monopoly is so strong that monopoly will certainly exist. 
He was also willing to recognize the fact that the line 
cannot be sharply drawn between the so-called natural 
monopolies and others ordinarily classed as capitalistic 
monopolies, in which the tendency toward monopoly 
comes from the decreasing cost of the product when pro- 
duction is carried on on a great scale. 

It is always best in matters of legislation, as well as 
in business matters that are more purely private, to recog- 
nize established facts; and then, facing the facts, attempt 
to secure wise action. It has been the custom of our legis- 
lators, generally speaking, to assume that monopoly is 
always an evil and that the principle of competition is 
always good. I am quite ready to agree that the prin- 
ciple of competition is essential in industry, but I believe 
that the time has come to recognize in certain lines of in- 
dustry, especially the so-called natural monopolies, that 
the principle of competition is not sufficient to protect the 
public, and furthermore that in these lines of industry we 
may not look upon monopoly as always an evil. We must, 
under such circumstances, simply recognize monopoly as a 
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normal condition for the industry concerned, and then, 
recognizing the monopoly, protect the public against its 
aggression by whatever form of regulation seems wisest. 
It may be, as in the case of street railways, that it will 
be best to fix prices and limit profits. In other lines of 
industry it may be, as Mr. Walker has suggested, that 
it will not be found practicable to limit prices but that we 
may accomplish something of the same result by taxing 
profits. We need still further experience to determine 
the best methods in all cases. 

It is on this account that we may well welcome the new 
corporation tax soon to go into effect. The suggestion 
was made some years ago by the Industrial Commission 
that a federal tax on corporations might give information 
that would be of very great importance. A tax, especial- 
ly on net incomes, will soon enable the federal govern- 
ment so to understand the conditions of industries of 
different kinds, especially in those establishments carried 
on on a large scale, that it can recognize those in which 
the tendency toward monopoly is so strong that it can- 
not readily or wisely be overcome. In such cases the gov- 
ernment may recognize the monopoly and put it under 
control. It will also be able to recognize the industries 
in which the principle of competition may still normally 
be maintained and under proper conditions prove suf- 
ficient to protect the people without further interference 
on the part of the government. 

The essential point to be kept in mind is that we should 
recognize openly and frankly industrial conditions, and, 

setting aside preconceived prejudices, so frame our laws 

and so shape our administration that these conditions 
will be so met that the interests of the public will be pro- 
tected and promoted. 





THE PROGRESS OF TAXATION DURING THE 
PAST TWENTY-FIVE YEARS, AND 
PRESENT TENDENCIES. 


EDWIN R. A. SELIGMAN 
I. 


The subject that has been assigned to me is susceptible 
of a double treatment. It covers not only the actual 
changes of a fundamental nature in the practice of tax- 
ation, but also the development that has taken place in 
the governing principles. These, however, are, after all, 
two phases of the same movement, for the influence of 
practice and theory is reciprocal. On the one hand, the 
theories themselves represent an outcome of the facts, for 
fiscal theory, like all social theory, is but an attempt ta 
present an analysis of the living forces at work in indus- 
trial society. And on the other hand, so far as fiscal 
theory deals with what ought to be, rather than with 
what is, it justifies itself only to the extent that its 
conclusions are approved by the popular mind, and: thus 
become incorporated in the actual bone and sinew of the 
social organism. Fiscal theory and fiscal practice are the 
obverse and reverse of the same medal. 

In the second place, the problem is not only specific 
but general. As citizens and patriots we are naturally 
most interested in the problems of our own country; but 
as scientists, our horizon is a wider one. Science can- 
not be fettered by bonds of national forging. It soars far 
above such limits. This is especially true of the scientific 
problems of taxation. It goes, of course, without say- 
ing that the fiscal institutions of every country, as all 
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its economic and social institutions, are colored by the 
particular environment. It would therefore be hopeless 
to attempt to reproduce in any one country, in. all its 
minute details, the institutions of another country. But 
while we may concede the diversity of conditions, and the 
peculiarities of national life which must guide the states- 
man in elaborating any specific plan, it is equally true that 
there are discernible certain broad and general tendencies 
which are common to the life of all modern progressive 
societies, and which constitute the special field of the 
scientific observer. We shall see indeed that however 
much individual countries may differ from each other, 
and however confused the actual scheme at first blush 
may appear, there is, as it were, a silken strand which 
runs through the tangled skein, and which serves to give 
unity to what seems disorder. 

And finally, we are struck, in this introductory survey 
of a quarter century’s progress, by the fact that the 
science of finance is only slowly coming to its own, as 
compared with the almost revolutionary development in 
the general theory of pure and applied economics. This 
is due to the fact that the really difficult fiscal problems 
are of recent origin, and that fiscal science rarely grapples 
with problems until they have became acute. In Germany 
and in Italy the difficulties arose at a slightly earlier 
period ; and we hence find a considerable scientific activ- 
ity, along several lines at least, at the beginning of the 
period under discussion. In other countries, and notably 
in England, France, and the United States, the problems 
have been of much later growth, and it is accordingly 
only in the last few years that we find increasing atten- 
tion paid to the underlying principles of tax adjustment. 
Even in Germany and Italy the rapid changes of indus- 
trial environment have, in many respects, shifted the 
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centre of gravity, and have recently engendered newer 
problems which are common to the whole civilized world. 
It is, however, not only in Germany as in France, in 
England as in Japan, that the fiscal problem is at the 
present time in the very forefront of political and social 
discussion. Especially in the United States it is a phe- 
nomenon of the most cheering import to note how the 
younger scholars are now beginning to address them- 
selves to a consideration of these vexing problems. The 
progress that has been accomplished in the last quarter 
of a century is an earnest of the far greater development 
that is imminent in the immediate future. 


II. 


Before taking up the question of fiscal theory one fact 
must be noted as of paramount importance. It is the in- 
creasing significance everywhere being attached to ad- 
ministrative considerations. What is true more or less 
of all economic institutions is particularly applicable to 
our special problems. On all sides we are realizing the 
fact that the question of efficiency is scarcely, if at all, 
subordinate to the question of justice. Or, let me put it 
rather in this way: that however well justified, and how- 
ever thoroughly calculated to promote the ends of justice 
a given scheme may be, unless its administrative features 
are so arranged as to make it workable, the beneficent 
aims are bound to be frustrated; and a half-way good 
measure which is administratively unobjectionable fre- 
quently turns out to be far superior to an ideal scheme 
which ultimately discloses serious faults in its adminis- 
trative aspects. It is for this reason that we notice so 
much attention paid throughout the world in recent years 
to the administrative machinery, or to the purely mechan- 
ical aspects of the problem. In both England and Ger- 
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many, for instance, the past quarter of a century has 
seen a marked improvement in the administrative proc- 
esses of the income tax, and especially in the former 
country has rendered palatable a system which was 
originally viewed with misgiving and distrust. Those 
authors—and they are not yet entirely extinct—who en- 
deavor to draw a warning lesson from the income tax, 
derived from the speeches of Gladstone and the writings 
of an earlier generation of economists, are not alone blind 
to the teachings of the more recent movements of theory, 
of which we shall speak in a moment, but are, above all, 
deaf to the lessons of administrative development. Even 
in the United States, where great and fundamental 
changes in the very structure of taxation are impending, 
it is coming more and more to be realized that even our 
present system, inadequate and unsatisfactory though it 
be, is susceptible of a prodigious improvement on purely 
administrative lines. I have but to call attention to the 
remarkable progress that has been achieved in the admin- 
istration of the tax on real estate in the city of New York, 
under the skillful supervision of the capable head of the 
Commissioners of Taxes and Assessments. Another 
more or less familiar example is the excellent work that 
has been done in the state control of the general property 
tax in commonwealths like Minnesota and Wisconsin, 
where the political powers have seen fit to call to their 
aid scientifically trained fiscal administrators. In fact, 
if there is any one thing which looms large in the history 
of the last twenty-five years in the United States, it is 
the increasing significance that is now slowly being 
attached to the problem of administrative efficiency. In 
this alone lies no small measure of our hope for the 
future. The administrative problem lies, however, be- 
yond the confines of this discussion. 
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ITI. 

Assuming, then, that the problem of administrative 
efficiency is being successfully attacked, we must now 
address ourselves to those underlying principles which, 
after all, form the touchstone of ultimate fiscal success. 
If we take a broad survey of the theory and practice of 
the last twenty-five years’ taxation, we shall be impressed 
by two fundamental reflections. The first is the em- 
phasis that is being placed upon social rather than indi- 
vidual considerations; and the second is that even in so 
far as this is not true, there has been a decided change 
in our attitude to the individual norm in taxation. Let 
us consider these separately. 

The first point is one which I have repeatedly accentu- 
ated in the last few years, and which, therefore, will call 
for less elaboration in this place. Whatever theory the 
older writers on taxation might have advanced as to the 
obligation of the individual to contribute to the support 
of government, they always tacitly assumed that the so- 
called direct taxes rested upon the tax payer; and in this 
scheme of equitable taxation there was manifestly no 
room for a system of indirect imposts. One of the most 
striking facts in the literature of taxation is that we 
search in vain for an adequate explanation, not to speak 
of justification, of a set of revenues which in almost 
every country forms the considerably greater part of the 
whole. To say, as did a well-known writer some years 
ago, that all indirect taxation is crooked taxation—im- 
porting into the term a moral as well as a physical con- 
notation—is seriously to impeach the entire modern devel- 
opment. It is indeed true that the civilized world has 
abandoned the medizval system of a multiplicity of in- 
defensible and burdensome indirect taxes. But it is also 
true that their place has been taken by taxes which are 
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less burdensome and more defensible indeed, but none the 
less equally indirect taxes. One has but to run through 
the budgets of any modern nation, in order to realize 
what a very considerable share of the revenue is derived 
from so-called indirect sources; and in many cases the 
proportion is becoming greater, instead of less. Even in 
the United States, where the import duties and the in- 
ternal revenue taxes form the almost exclusive source of 
national income, the trend toward indirect taxes even 
in the commonwealths is typified by the stock-exchange 
tax as in New York and the mortgage tax, which now 
constitute some of the most important sources of com- 
monwealth revenue. And if we look at the admirable 
scheme by which Japan has been able to arrange her 
war and her post-bellum finances, we are equally struck 
by this preponderance of the so-called indirect taxes. 
Of the situation as it exists in France, in Italy, in Ger- 
many, and in England, we need not speak at all. 

A theory of taxation which is competent to explain the 
modern development, must, therefore, put us in the way 
of comprehending the real principle underlying the in- 
direct taxes. But it must do more than that. It must 
also put us in a position to understand the break-up of the 
general property tax and the change taking place in the 
taxation of mortgages throughout the country. Or again, 
it must enable us to explain how it is that in the great 
City of New York almost the entire tax revenue can be 
derived from an impost on real estate, without engender- 
ing a revolution among the particular class of property 
owners that is singled out for taxation. 

The truth of the matter is that things are not what 
they seem; that the older theory that justice can be at- 
tained by taxing every man on all his property does 
somehow not work out, because, as a matter of fact, the 
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taxation of property is not necessarily taxation of the 
property owner. In other words, we are confronted by 
the great problem of the shifting, the incidence, and 
the effects of taxation. The individual taxpayer does not 
live to himself alone; he forms a part of a delicate and 
complex organism, and his interests are indissolubly 
bound up with those of his neighbors. The problem of tax- 
ation, like every problem of value, is primarily a social and 
not an individual problem. The striking change that has 
come over modern economics is the emphasis that has 
been put upon the social aspects of theory. If there is 
any one thing that is needed in the science of finance, it 
is the point for which I have clamored so insistently 
during the past few years, that the newer theory of taxa- 
tion must proceed from the social, and not the individual, 
point of view. It is this point of view that is responsible 
for the more modern version of the theory of diffusion or 
absorption of taxation. It is this point of view which 
emphasizes the newer doctrine of capitalization of taxa- 
tion. It is this point of view which unites the doctrines 
of absorption and capitalization in the wider theory that 
I have ventured to call the elision of taxation. Slowly 
we are beginning to realize—and by we I mean not alone 
the representatives of science, but the legislators and the 
courts—that to tax a particular piece of property is not 
necessarily to tax the property owner; that to attain 
justice in taxation it is not requisite to tax all kinds of 
property ; and that in the case both of the so-called direct, 
and the so-called indirect taxes, the real problem is not 
as to which individual advances the tax, but as to what 
class of individuals ultimately pay the tax, or are either 
burdened or benefited by it. 

In this respect, therefore, the progress of theory in 
the last twenty-five years has scarcely kept pace with the 
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unconscious revelation of the theory in the facts of act- 
ual life. A beginning has been made, but only a begin- 
ning; and the task of the next quarter of a century is 
to carry out into all its ramifications an elaboration and 
a more adequate comprehension of this doctrine of the 
social, rather than the individual, forces in taxation. 

It may be claimed, however, that there still remains 
a field for the application of the individual theory of tax- 
ation, because it is undoubtedly true that in many cases, 
at all events, a tax is not shifted, but is really borne 
by the individual who pays it. Although we may grant 
this contention, it is, I think, susceptible of proof that 
even from the individual point of view a great change 
has taken place in the facts of modern taxation, which 
must inevitably react upon the theory ; and that even this 
putztive individual basis of taxation will, on closer ex- 
amination, be found to be shot through with social con- 
siderations. 

We come, in other words, to the great question which 
has long vexed the minds of scholars and taxed the ener- 
gies of statesmen, as to what really is the test and measure 
of the obligation of the individual to contribute to the 
support of government. Even assuming that every in- 
dividual bears the burden of what he actually pays to 
the state, how shall this burden be apportioned? Two 
answers, as is well known, have been given to this query. 
Yet each has failed to satisfy the rigorous demands of 
modern investigation; the one because it is plainly in- 
adequate, the other because it has hitherto been incorrectly 
interpreted. 

The answer that was almost universally given in the 
earlier stage of fiscal inquiry was that individuals should 
contribute to the support of government in accordance 
with the benefits or advantages which they derived from 
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government action. This has now become known as the 
Benefit Theory of taxation. The state was conceived of 
as a large joint-stock company, in which the individual 
citizens were shareholders ; and each citizen was imagined 
to derive from the operation of this corporation a definite 
amount of profits in accordance with his investment in 
the enterprise. Since the operations of government were 
not designed to yield a dividend in actual money, the prof- 
its were conceived of primarily as being something in 
the nature of an intangible, but none the less calculable, 
dividend; and since, in the minds of those writers, the 
chief and well-nigh the sole function of government was 
to protect life and property, the quantum of benefit that 
each individual received stood in a certain proportion to 
his wealth. Taxes hence represent nothing but an in- 
surance premium, or a periodic payment made by the in- 
dividual in order to guarantee the continuance of his 
profits in this joint-stock enterprise. The theory of bene- 
fit or protection, although now almost completely aban- 
doned by scholars, still lingers in the minds of some 
writers, and is found to a considerable extent in the tax 
decisions of the courts of Anglo-Saxon countries, where 
the force of precedent is so enormous. 

The reason why the benefit theory of taxation has 
been abandoned is two-fold. In the first place, even on 
the assumption that the theory involves a_ correct 
interpretation of the relations of the individual to the 
government, a more rigid analysis discloses the fact 
that the benefits conferred by government on individuals 
do not stand in any such relation to wealth—whether to 
property or to income—as had been imagined. Even 
granting that the sole function of government is to pro- 
tect property, it does not follow either that it costs the 
government twice as much to protect property of twice 
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the amount, nor that the smaller property owner feels 
that he is getting only one-half the benefits on his own 
property that the larger proprietor receives on his. Fur- 
thermore, it is obvious that the government protects 
persons as well as property, and the personal protection 
realized by a poor man is no less valuable to him than 
the personal protection afforded to a rich man. Still fur- 
ther, however, it soon became apparent that government 
is more than the mere watchdog of society, and that 
protection does not exhaust its functions. As soon, how- 
ever, as we consider the other functions of government, 
the fallacy of the benefit theory becomes evident. For 
the advantages derived by individuals from government 
action are found to be in large measure not in direct, 
but in inverse, proportion to their wealth. The poor man 
sends his children to a public school, the rich man resorts 
to a private school; the poor man depends for fire pro- 
tection or sanitation upon the efforts of government, the 
rich man avails himself of the services of the best ap- 
pliances and the foremost experts; the poor man, in last 
instance, resorts to poor relief or state pensions; the rich 
man needs no such assistance. In almost every domain 
of modern governmental activity, it may thus be contend- 
ed with some degree of truth that the direct benefits of 
state action are frequently in inverse proportion to the 
wealth of the individual. A theory which would practi- 
cally result in placing greater burdens upon the poor man 
than upon the rich man must, therefore, be defective in 
one of its premises. 

The second and chief reason, however, why the bene- 
fit theory of taxation was abondoned is that the whole 
foundation of political philosophy on which it was erected 
was recognized as insecure. The modern theory o2f 
political science rests upon the more organic conception of 
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the relation of the individual to the state; it recognizes 
the fact that the public collective wants are as much 
a part of the nature of civilized man as are his individual 
private wants ; and that the essence of taxation is a moral, 
as well as a legal, obligation. The government, indeed, 
must do something for the community in return for the 
support which it receives. But this reciprocal obligation 
on the part of the government is not toward the individual 
as such, but toward the individual as a part of the great- 
er whole. The special benefit is swallowed up in the com- 
mon benefit. The special benefit to the individual is, in 
most cases, even not measurable; for the distingushing 
characteristic of modern civilization is the spread through- 
out the community of these impalpable, non-material re- 
sults of good government which make for the common 
welfare, and especially for the higher life. In its ideal 
form at all events, the state must be likened not to a 
joint stock company, but to a family. The citizens are 
not stockholders but brethren, animated, if they are 
patriots, by the same ideals and by the same fine sense of 
cooperation in the common interest. Whatever the test 
of this moral obligation to contribute to the support of 
the whole may be, it is, in the state as little as in the 
family, assuredly not the measure of benefit received. 
Not only is the test wholly impracticable, but if it were 
practicable it would be completely inadequate. 

It may be claimed, indeed, that this analogy of the state 
to the family is strained, and that cases do arise 
where the government undergoes a certain expense, and 
actually performs a definite service, for the particular 
individual, the benefits of which are separably and meas- 
urably calculable. Such a case obtains, for instance, 
when the government sells gas to the individual, or 
makes a charge for a certain permit, or demands that 
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the cost of an improvement which inures particularly to 
the benefit of a given set of individuals be borne, in whole 
or in part, by them. While this claim may at once be 
conceded, it must be pointed out that such payments do 
not come under the head of taxes, properly so-called. 
Even though there is stil! much confusion in the minds 
of our legislators and our judges, we cannot help realiz- 
ing, as we look back upon the progress of the last twenty- 
five years, that one of our chief steps in advance has been 
a more proper classification of public revenues, and a rec- 
ognition of the fact that taxes must not be confused 
with prices or with fees or with special assessments. 
What we have to treat of here is not the whole subject of 
government revenues, but the special topic of taxation. 
In a tax the point of chief importance is the prevalence 
of the common benefit, and the purely incidental char- 
acter, if it exists at all, of the special benefit to the in- 
dividual. Where the special benefiit to the individual is 


separately calculable, and is no longer a purely incidental 
result of government action, we are dealing with some- 
thing that is not a tax at all. 


IV. 


When the benefit theory of taxation was abandoned it 
was replaced by the faculty or ability theory. This 
theory taught that the measure of general obligation to 
the support of government is, in the state as in the 
family, the capacity on the part of the individual to con- 
tribute to that support. This seemed to be an enlighten- 
ing and comprehensive proposition. But, as in the case 
of the benefit theory, the difficulty arose when an attempt 
was made to analyze more closely exactly what was 
meant by the faculty principle. Perhaps the most im- 
portant step in the analysis was taken by those writers 
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who, like John Stuart Mill, conceived the essence of 
faculty or ability to reside in equality of sacrifice. That 
is, they measured the ability of the individual to pay 
taxes by the amount of sacrifice that would be imposed 
upon him by the burden of the payment. I do not here 
speak of the various suggestions that have been put 
forward to ascertain the objective norm of this faculty 
so interpreted, further than to recall the gradual evolu- 
tion from the test of expenditure to that in turn of 
property, of product, and of income. The important 
point for our purpose is that the subjective measure of 
the obligation was found to consist in sacrifice. It is 
true, indeed, that in recent times this explanation of Mill 
has been further elaborated, as, for instance, in the 
suggested substitution by Professor Edgeworth and by 
Professor Carver of the principle of minimum sacrifice, 
in lieu of that of equal sacrifice. But apart from the 
peculiar difficulties inherent in this newer version, upon 
which this is not the place to touch, we are confronted 
by the fact not only that fiscal practice does not conform 
to the general theory of sacrifice, but that the doctrine 
of ability or faculty itself has been assailed by recent 
thinkers as in some respects unsatisfactory. 

While there is some force in the objections that have 
been urged, they are, in my opinion, not sufficient to 
invalidate the doctrine of ability or faculty, if correctly 
interpreted. Almost all the modern writers on finance, 
in Germany as well as in England and elsewhere, have 
regarded faculty too exclusively from the point of view 
of consumption. The whole sacrifice theory, whether in 
the equal-sacrifice or in the minimum-sacrifice version, 
deals only with this phase of the problem. It asks what is 
the burden that rests upon the individual in virtue of his 
payment of taxes; and how much of his property or 
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income remains for purposes of his own consumption. 
It is through and through an essentially consumption 
theory of finance. A more careful analysis of the doc- 
trine, however, and one that is more in harmony with the 
actual facts, forces us to the conclusion that the con- 
sumption side of the theory must be reinforced by 
the production side. In estimating a man’s faculty or 
ability to pay we must not alone think of the burden 
imposed upon him in parting with his property or income, 
but we must also consider the opportunities which he 
has enjoyed in securing that property or income. 

But what, it may be asked, is the real import of this? 
The answer is obvious. Manifestly, as soon as we 
regard the production side of the problem, we are con- 
fronted by the phenomenon of privilege in all its manifold 
forms. If an individual secures his wealth largely 
through his own unaided exertions, that is one thing. 
If, on the contrary, his fortune is in great measure 
ascribable to the privileges conferred upon him by law, 
the situation is a very different one. The privileges 
render it easier for him to create and to augment his 
wealth, and the real sacrifice involved is the sacrifice 
of acquisition, as well as that of disposition. The older 
theory of faculty dealt only with the latter kind of 
sacrifice; the newer theory of faculty must include both 
kinds. 

The doctrine of ability or faculty, as thus reinvigor- 
ated, is not only free from objection; it is, because more 
inclusive, superior to any of the rival conceptions that 
now divide the camp of fiscal thinkers. Our friends, 
the single taxers, for instance, who have done such yeo- 
man’s service in many phases of fiscal reform, commit a 
double mistake; first, in singling out a particular privil- 
ege as the only one to be reckoned with; and, secondly, 
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in erecting the principle of privilege into an independent 
and all-sufficient explanation of the relation of the indi- 
vidual to the government. Some of them, in the ardor 
of their reaction against the faculty theory, even go so 
far as erroneously to identify the privilege theory with 
the benefit theory, and thus revert to the old and dis- 
credited explanation. But even those who do not go 
to this length nevertheless see in the doctrine of privi- 
lege an all-embracing and adequate principle. As I have 
attempted to point out above, however, this view is 
essentially incorrect, because it looks at only one-half of 
the problem. It regards solely the acquisition of wealth, 
and is oblivious of the disposition of wealth. The older 
faculty theory, as it has been almost universally ex- 
pounded, errs on one side of the question; the privilege 
theory errs to an equal extent on the other side. The 
only satisfactory solution of the problem is, while uphold- 
ing the faculty theory of taxation as over against the 
old benefit theory, so to broaden and interpret the faculty 
theory as to make it include all of what is legitimate in 
the privilege theory, without incurring any of its extrava- 
gances. 

This new interpretation of the faculty theory also 
enables us to explain the actual progress of events during 
the past quarter of a century. On the one hand, we have 
the great movement toward the income tax, a movement 
which is perceptible in the United States as well as in 
France and the other European countries. This move- 
ment is the direct result of the older elements involved 
in the faculty theory. It is a recent movement in the 
United States simply because the whole faculty theory 
of taxation is of comparatively modern acceptance. But 
the two newer modifications of the income tax which 
are now being so hotly discussed all over the world, the 
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principle of graduation, and the principle of differentia- 
tion, are, consciously or unconsciously, the result in part 
at least of the other side of the faculty conception. As 
I attempted, many years ago, to point out in the discus- 
sion of progressive taxation, the consumption side of the 
theory alone does not suffice for an adequate defense of 
the principle. And in the case of the distinction between 
earned and unearned incomes that has now come to the 
fore with such insistence in Great Britain as elsewhere, 
the justification of the higher rates on unearned incomes 
is to be sought in large measure in the principle of privi- 
lege, and especially the privilege of inheritance. It is 
the same privilege of inheritance which is responsible for 
the great development in recent years of the progressive 
and the collateral inheritance taxes all over the world; 
and it is a social privilege of a different but of not less 
important kind, which has brought into the forefront of 
political discussion in Germany, and in England, the 
increment duties on land. In the United States also the 
federal corporation tax and the corporate franchise taxes 
in our commonwealths are all of them referable at 
bottom to this newer idea of social or legal privilege as 
augmenting the faculty or ability of the taxpayer, 
whether individual or corporation. Far from working 
away from the theory of faculty, the events of recent 
years show a decided approximation to the doctrine as 
correctly interpreted. 

We see, therefore, that the chief development of the 
last quarter of a century, in the practice as well as in 
the theory of taxation, has been the increasing emphasis 
laid upon the social point of view. In a great domain 
of taxation, as we have just learned, the individual point 
of view has been completely superseded by the social 
point of view, and the study of the incidence and effects 
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of taxation has emphasized to a continually greater ex- 
tent the fact that the individual who pays a tax is by no 
means always the person who bears the tax. And 
secondly, as we have also seen, even in that remaining 
field of taxation where the individual taxpayer is the 
tax-bearer, and where the theory of faculty or ability 
to pay has been predicated as a fundamental principle, 
the individual element in this theory has been supple-| 
mented by the social element. The older conception of | 
sacrifice was an individual conception; the newer idea | 
of privilege is a social conception; these two conceptions | 
have joined to form the modern doctrine of capacity re 
ability to pay. 

Thus, from every standpoint, the individual idea has 
been permeated with social considerations, and the theory 
of finance is taking its place side by side with the other 
economic doctrines, as forming an outgrowth of the 
modern application of social considerations to the older 
individual conception. Economics is now sometimes 
called Social Economics; the newer theory of finance 
might also well be called the Social Theory of Finance.’ 


V. 


No survey of recent tendencies in taxation would be 
complete, however, without some allusion to the changes 
that have been brought about by the question of various 
tax jurisdictions, and of the conflicts between them. In 
all modern nations we are struck by the attempt to adjust 
the fiscal relations of state and locality ; and in all federal 
commonwealths we have the added complication of the 
adjustment between state and nation. What does the 
experience of the last twenty-five years teach us with 


'This theory is not to be confused with the socio-political theory 
of taxation which is sometimes associated with the name of Adolf 
Wagner, and which has been elsewhere discussed by me. 
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reference to both the theory and the practice of these 
problems ? 

Let us take up first the question of the relation of 
general and local finance. Here we at once notice the 
obvious fact that the tendency everywhere is to confine 
the local tax to real estate. Originally, as is well known, 
all taxes were primarily local ; and we therefore find local 
revenues derived from a whole category of imposts. 
Everywhere the general property or the general income 
tax formed a large part of the local revenue, and in earlier 
times it was supplemented by a code of taxes on con- 
sumption, a system which still survives in many cities of 
the European continent. When state taxes developed, 
they were either tacked on to the local revenue, as is still 
the custom in the United States; or where tax adminis- 
tration had become national, as in France and some other 
European countries, the reverse process occurred and 
local taxes were now tacked on to the state revenues. It 
is here now that we notice a most instructive evolution. I 
need not stop in this place to emphasize the great econ- 
omic changes which rendered the general property tax of 
earlier days unfitting and inoperative. But I do want to 
accentuate the fact that has been lost sight of, that the 
reason of the decay and the disappearance of the general 
property tax all over Europe was not only the break-up 
of the original mass of property into its constituent 
elements, but also, to an equally great extent, the fact 
that the administration of the general property tax re-’ 
mained local, while the basis of the revenue derived from 
property was now becoming general. In other words, 
an important cause of the failure of the general property 
tax was the attempt to apply local administrative methods 
to what was now essentially fitted only for general admin- 
istrative methods. Individual property and individual 
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income can, in modern times, not be localized ; and there- 
fore a local tax on general property or general income 
becomes increasingly difficult to administer. This is one 
of the two chief reasons why the general property tax 
is becoming a farce in the United States, just as it 
explains why it has long since disappeared practically 
everywhere else in the civilized world. But it also en- 
ables us to understand the reason why the modern income 
taxes, and even the property taxes where they exist, are 
based upon the broader, and not the narrower, adminis- 
trative foundation. 

What applies to the general property tax applies to 
many other general taxes. Tt! one important category 
of revenue, however, to which this administrative short- 
coming does not apply is the tax on real estate, and thus 
everywhere we find local taxation coming more and more 
to assume the form of a tax on real estate. In some 
countries, as in England and Australia, this is now the 
fact by law. In some places, like the more developed 
industrial centres of the United States, it is now virtually 
a fact by custom. In France, indeed, the movement has 
only just begun, but is quite perceptible, while in Ger- 
many the well-intentioned reforms of the early nineties 
have been in part blocked by the selfish but unreasoning 
opposition of the land owners, who do not quite realize the 
real economic significance of the process. In truth, with 
all the disadvantages and absurdities of our American 
system I should say that the system of local taxation in 
the United States, as it is fast developing in actual 
practice in the most advanced communities, is superior 
to that which exists in Germany or in France, and even 
in some important respects not inferior to that which is 
found in England. The trouble with our American 
scheme is that the facts are developing in spite of the law, 
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and not in accordance with the law. The tendency, 
however, throughout the world toward reliance for local 
revenues upon the real estate tax is not alone indisput- 
able, but also in complete harmony with the newer theories 
of finance. 

The other side of the problem, namely, the relation of 
state to federal finance, has come to the front primarily 
in great empires like Germany, Australia, Canada and 
the United States. In this country we are at the present 
time in the very throes of the discussion. As I have 
attempted recently to explain at some length,? when 
treating of our own local problem, the real considerations 
involved in the choice of revenues for conflicting tax 
jurisdictions are the considerations of efficiency, of suit- 
ability, and of adequacy. Into the further discussion of 
these subjects I do not intend here to enter. But one 
point calls for especial emphasis. The situation in the 
United States is far more difficult than that in most of the 
other empires mentioned, because of our system of con- 
stitutional restrictions. The older I grow and the more 
deeply I work into our economic and fiscal problem, the 
more seriously do I question the value of our much- 
lauded system of constitutional restrictions, at all events 
as applied to the problems in hand. We see the embarrass- 
ments on all sides. All the other countries have been 
able, for instance, to rid themselves of the general prop- 
erty tax, while we shall have to devote many an arduous 
year to the effort to overcome the initial restrictions in 
most of our state constitutions. And so far as this par- 
ticular problem of the relation of federal and state 
finance is concerned, the much greater progress that has 
been shown by our Canadian neighbor, not to speak of 

| some of our friends across the seas, is due to their happy 
~ “The Relation of State to Federal Finance,” in North Amer- 
ican Review, Nov. 1909. 
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immunity from the dogma of state rights. Simply because 
of the accident that when our constitution was formed 
the separate states were independent and jealous of each 
other, we have embedded into our constitution the theory 
that all rights not expressly granted to the national 
government are reserved to the states. Yet immediately 
across the border we have a nation which is today more 
than twice as populous as was ours when the constitution 
was framed, and which in no distant future is bound to 
become as great and as mighty an empire as our own; and 
yet Canada has prospered on just the reverse theory, 
namely, the theory that the rights not granted to the 
states are reserved to the national government. Under 
this system Canada is solving not alone her fiscal prob- 
lems, but many other economic problems, in a far more 
successful way than are we. And what is true of Canada 
is true, in a large measure, of the other great federal 
states. We have shackled ourselves with bonds which 
now cramp and bind our well-rounded development. We 
have erected into a fetish of so-called state rights or locai 
self-government, a theory which the successful career of 
other Anglo-Saxon empires has shown to be unneces- 
sary and embarrassing. The experience of the last 
twenty-five years, if it conveys any lesson at all in fiscal 
as well as in economic matters, teaches us that our whole 
constitutional theory deserves considerable overhauling. 

Putting these considerations into practical form it 
means, as I have attempted elsewhere to indicate, that the 


! 


income tax of the future in this country is to be a 


national income tax, and not a state income tax; and that 
} 


so far as the corporation tax and the inheritance tax are 
concerned, the almost insuperable obstacles to over- 
coming the difficulties of interstate conflicts of tax 
jurisdiction may be removed by a national supervision 
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of the taxes imposed by the states, or by some scheme 
whereby the taxes in question will become national, so 
far as the methods of assessment are concerned, even 
though the proceeds may be apportioned in whole, or in 
part, to the separate commonwealths. In some way or 
other the legal facts must be made to conform to the 
economic facts. In some form or other the structure of 
government must be put into harmony with the content 
of economic life. 

The last quarter of a century, therefore, which has seen 
such enormous changes in the economic basis of society, 
is bringing about equally vast changes in the theory and 
practice of taxation. Summed up in a few words, this 
movement means, on the one hand, the reconciliation of 
efficiency with justice, or rather the attainment of justice 
through efficiency; and, on the other hand, it means the 
correlation of the older individual and the newer social 
elements in the problem. The struggles over the budget 
in England, over the income tax in France, over the reve- 
nue code in Germany, are all of them symptoms of this 
newer spirit. And in the United States the effort to 
abolish the iniquitous general property tax; the attempt 
to secure a separation of the sources of state and local 
revenue; the endeavor to hold individuals and corpora- 
tions up to their obligations to the treasury; the move- 
ments to modify our system of import and internal reve- 
nue duties, and to supplement them by an income tax; 
and above all, the tendency toward the spread of the 
inheritance tax and the incipient discussion as to the 
applicability of the theory of unearned increment to 
land taxes,—all of these but emphasize the lesson which 
I have sought to convey. The civilized world, in its 
rapid onward sweep, is fast realizing all these newer ideas 
in taxation. It remains for the student to analyze and to 
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explain the situation, and by clarifying the conceptions 
of statesmen as to the real import of these vast changes, 
to put them in a position to become the leaders of the 
people, who are the ultimate arbiters in this quest for 
justice and in this endeavor to reflect in fiscal institutions 
the highest aims of economic and social progress. 





THE PROGRESS OF TAXATION—DISCUSSION 


Frank L. McVey: It is impossible in the brief time 
allotted to me for the discussion of Professor Seligman’s 
paper to deal with more than one phase of the question. 
I shall therefore confine my remarks to the practice of 
taxation. 

To the observer a noticeable improvement in the ad- 
ministration of tax laws has taken place in many of the 
commonwealths of the nation, and with this change for 
the better have come some results which are to be seen in 
the more equal assessment of real property and in some- 
what easier collection of taxes. The books have con- 
tinued to discuss the worthlessness of the general prop- 
erty tax system, and at the same time have ignored the 
bettered administration that has come into vogue in the 
last few years. We have by no means gotten out of the 
laws already on the statute books all that can be secured 
from them through better administration, and it may be 
said that the progress of taxation will necessarily be in 
this direction rather than along the theoretical. No 
invective is made against theory in this statement, but the 
practical problem must necessarily be sensed before we 
can really form a theory about it, and this is the reason 
why practice bears such an important relation to the 
science of finance. 

While there is a marked movement toward indirect 
taxation, so far as it applies to corporations, the old view 
regarding the justice and wisdom of the general property 
tax dies hard. The faculty theory of tax burdens prob- 
ably prevails in most of our commonwealths, but the 


determination of ability to pay is felt to be measured by 
854 
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the amount of property a man owns. This tendency to 
separate state revenues from local taxation is looked upon 
in some of the commonwealths as undesirable and really 
against public policy. The Oregon Tax Commission in its 
report for 1906 says “the general property tax is certainly 
elastic and self-regulating, which cannot be said of the 
indirect methods of raising revenues for state purposes.” 
And the Wisconsin Tax Commission, while undoubtedly 
favoring certain indirect taxes, nevertheless believes that 
the assessment of all property in the state should be on 
a uniform basis, and all taxes levied for state purposes 
levied on the general assessment. In accordance with 
this view, it has steadily maintained that the assessment 
of the railway properties in Wisconsin and the levying 
against that assessment of the average tax rate was a 
more satisfactory and equitable system than that found in 
Minnesota and other states where gross earnings are 
taxed at a certain flat rate. Nevertheless, in Wisconsin, 
while the ‘i'ax Commission has authority over the assess- 
ment for state purposes, its assessment is not taken in the 
municipalities and counties for the basis of the local 
taxes, so that the irregularities of the local assessment 
still continue despite the work of the Tax Commission. 
In Minnesota, where the Tax Commission has authority 
over the entire assessment, the irregularities that are to be 
found in the case of the assessment of property in the 
different localities find their way into the return of taxa- 
tion for general purposes, since the tax rate on local as- 
sessments includes the state rate as well. The tendency in 
this commonwalth is to develop special corporation taxes, 
which shall put the taxation of such organizations into 
the hands of the state and remove them from the author- 
ity of the local assessors. 

In both of these commonwealths extended reports have 
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been made to the legislature. Many of the suggstions of 
the Wisconsin Commission have been accepted in so far 
as they apply to the betterment of the law, but in Minne- 
sota practically nothing has come out of the suggestions 
of the Tax Commission so far as legislation is concerned. 
At the last meeting of the legislature in that state in 1909 
suggestions were made for a county assessor system, for 
a change in the basis of assessment, for a state-wide 
method of taxing corporations, for modifications of the 
inheritance tax law, and for the extension of the gross 
earnings tax, so successful in the case of railways, to all 
public utilities corporations. Out of these suggestions, 
possibly because of the multitude of bills offered under 
the wide-open amendment of the Constitution, no legis- 
lation resulted. 

The most notable piece of work done by the Minnesota 
Tax Commission was in the instance of the assessment of 
the iron ore properties of the state. This piece of work 
was based upon a rather far-reaching scientific method of 
getting at ore values. In the assessment of 1909, this 
Commission endeavored through the local assessors and 
county boards of equalization to secure a more satis- 
factory assessment. The result of the final assessment 
adjusted for the first time by the Tax Commission was 
received with general satisfaction throughout the state, 
but largely because the Commission was satisfied to make 
small changes here and there, except in the way of level- 
ing up the assessment throughout the state. The basis of 
assessment in the law was the full value of the property, 
but in view of the practice which had existed in previous 
years, the Commission had asked the legislature for a 
reénactment of the clause. This, however, was not done, 
nor did the legislature feel that it could enact a forty per 
cent valuation, since it would mean a lower assessment 
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for the cities and a higher one for the country; but the 
law makers did call upon the Tax Commission to leave 
the matter as it stood. In this incident is the whole key 
to the situation,—the fear that existing conditions will be 
disturbed and some group called upon to pay more taxes. 

In the report of 1907, on page 169, the Wisconsin Tax 
Commission says: “But the fact remains that for the past 
four years there has been no improvement in the state as 
a whole, but rather the reverse; that the average local 
assessment of today is not more than about two-thirds the 
full value, and omissions, or partial omissions and in- 
equalities are the rule rather than the exception, or a 
very common occurence at least 
“It may be doubted whether in the matter of uniformity 
between assessments there has been any material inprove- 
ment over the old régime, except as between districts 
within the same county, where an efficient supervisor of 
assessment has been employed.” 

No amount of theory is going to change this situa- 
tion. The problem is fundamentally administrative, and 
only as the administration is improved in some directions 
and broken down in others will the legislation regarding 
taxation be materially modified in the different common- 
wealths. The time is coming in the near future, 
if it is not already at hand, when the tax as administered 
will be one thing and the law on the statute books an- 
other. By a slow, insistent process the administered law 
will become dominant, and when recognized will be made 
into statute law with some improvements. So, step by 
step, the tax law will grow better. But the confusion) 
now existing is likely to be added to rather than de- 
creased by the demands that are being made for a federal 
system of inheritance, income, and corporation taxes. In 
my opinion, the states will not yield their right to tax 
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corporation incomes or inheritances, since the burden of 
government will fall upon the commonwealths with in- 
creasing weight rather than with less. One has but to 
call to mind the cost of education, of building roads 
and bridges, of care of the insane, of the punishment of 
criminals, the maintenance of courts, and of the general 
socialization of governmental action, to have brought 
forcibly to the attention the fact that the states must 
have revenue quite as much as the federal government. 
To raise the discussion and agitation regarding the tax- 
ing function of the federal government will retard rather 
than accelerate the solution of the problem as it is now 
found in the commonwealth. Clear conceptions of the 
incidence of taxation, of the meaning of the faculty 
theory, and of the real vital interest of the citizen in 
an equitable and fair system must be clearly indicated 
before we can hope for much betterment in the actual 
legislation on the statute books, though a good deal of 
improvement will be made as the administration and the 
personnel of the administrators changes for the better. 


Henry Hices: I regret that as an official of the 
British Treasury I feel precluded from complying with 
the invitation to make a public pronouncement upon 
Taxation in England or upon the Finance Bill which 
has given rise to so much discussion, financial and con- 
stitutional. I have found very great interest taken in the 
subject by American friends, but their criticisms of it 
are in almost all cases based upon misapprehension of 
the actual proposals. 

It is difficult for me to offer any critical observations 
upon the subject now before you, before the discussion 
has proceded further, as I am in complete agreement with 
Professor Seligman. Evidently taxation might be used 
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not only as an engine of finance, but also as a great in- 
strument for affecting social relations in other directions. 
A striking example is the Australian federal legislation 
imposing customs duties upon, for example, agricultural 
implements, with a corresponding excise duty, and a 
rebate equivalent to the excise duty upon such articles 
produced in Australia under fair and reasonable condi- 
tions as to employment. This throws upon the courts the | 
difficult tasks of determining whether this indirect regula- 
tion of labor and industry by the federal government 
infringed the constitutional rights of the states to which 
such regulations has been reserved, and also what is a 
fair wage in a given industry at a given time. No such 
extensive use of the taxing power has been attempted in 
England. 

Upon the question whether a particular proposed ex- 
tension of estate duties, for example, is open to objection 
as a tax upon capital, threatening to strike at the pro- 
ductive power of the country more seriously than if 
the same amount of money were raised by additional 
taxes upon income, I suggest that Professor Irving 
Fisher’s luminous description of capital as a fund and 
interest as a flow, the one a lake or reservoir, the other a 
stream, points to the conclusion that it matters little 
if water is wanted whether we take it from the river or 
the lake so long as the supply is not drained dry. 





THE ASSESSMENT OF PROPERTY FOR TAX- 
ATION. 
Lawson Purpy 


, 
INTRODUCTION 


The attempt to tax personal property in the same mate 
ner and at the same rate as real estate has failed every- 
where. It should be abandoned. In most states all per- 
sons are required to list their own personal property. 
They do not do it and cannot be forced to do it. 
In some states the assessors guess at the amount and the 
persons assessed have an opportunity to demand a re- 
duction of the assessment in accordance with their sworn 
statements. In neither case can the process be dignified 
with the name assessment. So long as the law remains, 
all that can be done is to enforce it honestly and endeavor, 
so far as possible, to prevent its use as a means of annoy- 
ance and oppression. 

Real estate may be assessed with substantial fairness 
and uniformity. While the results depend in large meas- 
ure upon the character and ability of the men who do 
the work, the law can promote the selection of fit men, 
can provide adequate supervision, and require methods 
which conduce to accuracy. 


ASSESSMENT LAW 


The law should provide for an annual assessment. 
This is the law now in the State of New York and some 
other states. In some states the law provides for an 
assessment only once in four years, and, until a year 


ago, the law in Ohio provided for an assessment only 
360 
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once in ten years. In a growing community, land in- 
creases so rapidly in value that when the assessment is 
not changed for several years, those whose property is 
stationary or declining in value pay vastly more than 
their share compared with those whose property has in- 
creased in value. 

An annual assessment is necessary in order that the 
assessors may be employed continuously. No assessors 
can do satisfactory work until they have acquired ex- 
perience. The law should provide, as in the City of New 
York, for the separate statement of the value of land. 
In the State of Massachusetts, the cities of New Jersey, 
the State of California, and various other states, the law 
requires the separate statement of the value of land, 
buildings, and total assessments. This is a good rule, but 
the better rule is like that of the City of New York, 
which requires two columns, instead of three. This saves 
clerical labor and tends to produce a better assessment 
by turning the attention to the fact that improvements 
are worth only the difference between the value of the 
land and the value of the property as a whole. If the 
assessor is directed by the law to value the building as a 
building, he may be tempted to regard the cost of con- 
struction in those cases in which the cost of construc- 
tion bears no relation to the present worth of the build- 
ing. The cost of construction is a good guide to the 
value of a new building suitable for the site on which it 
is erected, but an unimportant factor in the case of 
buildings which are no longer suited to the location. 

In some cities, and in most rural towns, real estate 
assessment-rolls are still arranged alphabetically instead 
of geographically. In rural towns in the State of New 
York, the assessment of real estate of residents depends 
for its validity upon the correct designation of the own- 
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er. This system unnecessarily injects the personal ele- 
ment, occasionally invalidates the assessment, and worst 
of all renders a comparison of assessed values exceed- 
ingly difficult. When the assessment is a personal as- 
sessment against the owner by name, it is necessary to 
assess the property of non-residents on a separate roll. 
This frequently leads to such errors as to invalidate the 
assessment. The system has nothing to commend it. 

The law should provide for proper maps and for the as- 
sessment of all real property by a system similar to that 
in the City of New York, and in some of the Western 
States. It is also in use throughout the -Province of 
Quebec, Canada. In the City of New York this is 
called the “block system.” It was first established to 
provide properly for the recording and indexing of in- 
struments affecting land, by Chapter 166 of the Laws of 
1890, and for the assessment of real estate by Chapter 
542 of the Laws of 1892. 

Briefly described, the block system of assessment in 
the City of New York is as follows: A map of the 
City was prepared under the direction of the commission- 
ers of taxes and assessments, upon which was exhibited 
in sections and section numbers, and block and block num- 
bers, the separate lots or parcels of land taxed within each 
of the city blocks. Each lot or parcel of land shown on 
the map is designated by a lot number. The lot numbers 
commence in each block with number 1 and continue 
numerically upwards for as many lots as are comprised 
within each block. The word “block” as used in this sys- 
tem designates a lot or parcel of land wholly embraced 
within continuous lines of streets or streets and water 
front, and may be more than a city square, but generally 
does not exceed 200,000 square feet in area. Blocks are 
numbered from number one consecutively upward. The 
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numbers never change and the boundaries never change. 
The city is further divided into sections the boundaries 
of which are unchanging, and which are numbered con- 
secutively from one up; each section is about three 
or four square miles in area. 

On the assessment-rolls the blocks appear consecutively 
and within each block the lots are placed in accordance 
with their location on the streets, commencing at one 
corner and proceeding continuously along each side of 
the squares which constitute the block. Any lot may be 
located rapidly and certainly, either on the assessment- 
roll or on the map. For the convenience of the assessors, 
the maps are bound in volumes of suitable size with a key 
map in the front; the scale of the key map being from 
300 to 700 feet to the inch and the scale of the official 
map being 50 feet to the inch. 

The block system has not yet been extended to cover 
the entire City of New York, but it is being extended 
as rapidly as the work can be done and the street sys- 
tem becomes sufficiently permanent to establish unchange- 
able block lines. In the territory not yet covered by 
the block system the maps are temporary and are call- 
ed tentative maps. As these maps cover territory held 
in large parcels, much of it farm land, the scale some- 
what varies, being from 80 to 200 feet to the inch. So 
far as practicable, however, the same system applies 
in the territory only tentatively mapped. Every fot 
is numbered, and its position is designated by a num- 
ber on the map and by ward, plot, and map number. 
The length of all boundary lines is shown on the map in 
feet and inches, and on valuable lots of irregular shape 
the area is shown in square feet; on larger parcels the 
area is shown in lots or acres. 
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ASSESSORS 

Assessors should be employed continuously through- 
out the year and should therefore be assigned to a terri- 
tory large enough to keep them busy. If so employed 
they could be paid adequate salaries. It is the ordinary 
rule in country towns that assessors, whether elected or 
appointed, are paid a small sum per diem. They work 
only a few days out of the year and accomplish the re- 
sults that one would expect. It is probable that the best 
unit for assessment purposes is the county. This is 
the unit adopted in some Western States, but in the 
Northeastern States the town is practically always the 
unit. In many of the counties in the State of New York 
one-tenth as many assessors employed throughout the 
year could do the work better than the assessors who 
are now elected. In cities where the merit system of 
the Civil Service has been adopted, assessors should be 
selected after competitive examination, which should be 
designed with care to ascertain their fitness for the duties 
they are called upon to perform. When appointed in 
this manner they should be removed only for cause 
and after a hearing. 

The assessors should be sufficient in number so that 
no one man should have more than about 10,000 parcels 
of real estate to assess. In a sparsely settled territory, 
where the parcels are large, and in congested centers, 
where the parcels are of irregular shape and values are 
high, the number should be less than 10,000, but need 
not ordinarily be less than 4000. . 


ADMINISTRATION 
The State Board of Tax Commissioners or a State 
Tax Commissioner should have the power to make rules 
for the guidance of local assessors, should be required 
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to inspect their work, and should be given power to en- 
force their directions even to the extent of requiring 
a reassessment of a whole assessment district or of part 
of an assessment district, whenever in their judgment 
such assessment may be necessary to secure equality 
within the district or equality between that district and 
others. A precedent for this power is contained in the 
Kansas law. 

In some of the Eastern States it would require consti- 
tutional amendment to adopt such organization of as- 
sessors arfd supervisors as I have outlined. No con- 
stitutional change would be needed to provide larger 
powers of supervision in the State Board. 

The work of assessors should be directed by persons 
who do not themselves make original assessments. 
Those who direct the work of assessment should be mem- 
bers of the board to review the work of the assessors, 
to hear complaints, and act upon them. 

The fair assessment of real estate grows in importance 
with the growth of state and local expenditures. These 
expenditures have been increasing with tremendous 
rapidity during the last thirty years, and so far as we 
can see they are likely to continue to grow. Burdens 
which could be borne thirty years ago without much 
inconvenience, even when they were unevenly distrib- 
uted, will become terribly oppressive as they grow heav- 
ier unless the distribution is equitable. The fair assess- 
ment of real estate is not a very difficult problem if the 
work is properly organized. It is impossible without 
proper organization. 

Proper organization and efficient and _ intelligent 
supervision can produce excellent results. Good results 
will not be produced in any other way. 
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J. G. ScourmaNn: You have taken me wholly by sur- 
prise. I came to this session of the Economic Associa- 
tion to listen and learn, as I attended the session yester- 
day afternoon at the Chamber of Commerce for the same 
purpose. Years ago I was, as you have said in presenting 
me, a student of Stanley Jevons in economics, and I 
taught the subject for a short time, and have always been 
deeply interested in it. But I recognize my incompetency 
in this age of specialization to offer any suggestions of 
value in the field of economic science to the experts here 
assembled. 

I trust, however, that I may be permitted to express 
the satisfaction and delight with which I have listened 
to Professor Seligman’s address. It was a most in- 
structive sketch by a master hand of modern tendencies 
in taxation. 

I do not presume to criticize anything Professor Selig- 
man has said. He has shown us that taxes on real 
estate supply the revenues for municipal government 
and administration, and that state and general revenues 
are derived from other sources. And he has expressed 
his deepening conviction that in determining the suit- 
ability and validity of a tax, efficiency in collection is al- 
most as important if not as important as justice itself. As 
-Hamlet said in one of his moods, “There is nothing either 
good or bad but thinking makes it so”, and Professor 
Seligman suggests that in systems of taxation there is 
nothing good or bad provided only the taxes levied are ef- 
fectively collected. 

Now there is a broader point of view from which 
this whole subject may be considered, a point of view 
which takes account of the sentiments of the community, 
as well as of economic science. And the sentiments of 
the community on such questions cluster about the idea 
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of justice. Undoubtedly taxes on real estate in the 
city are easily collected; but if, as I suppose to be the 
case, the landlord shifts the taxes wholly or in part upon 
the tenant, then you must consider whether according 
to the sentiment of the commnuity this is a just tax. 
We live in a time when there is a deep and widespread 
feeling that the accumulated wealth of the country is 
not bearing its fair share of taxation for the maintenance 
of government. One hears everywhere also complaints 
of the advance in the cost of living. And there are not 
wanting radicals with a revolutionary tendency who de- 
nounce our whole system of government as resting on 
favoritism to the wealthy and propertied classes. I sub- 
mit that in any wise scheme of taxation you must take 
account of this sentiment. And I am a supporter of an 
income tax and a progressive inheritance tax, not only 
because they throw the burden of taxation on those who 
are able to bear it, but also because the masses of the 
people who have little of this world’s goods recognize 
the justness of this arrangement. 

Of course there is no great difficulty in collecting a 
progressive inheritance tax. I know there is greater 
difficulty in collecting an income tax. But I cannot on 
that account overlook the claim which the tax makes 
upon us in the name of justice. And I feel that, even if 
from the point of view of administration, Professor 
Seligman’s contention that the collectibility of a tax is 
an important consideration, yet from the broader point of 
view of government justice is the first and supreme 
criterion. The organization which we call the State is, 
says Plato, justice writ large. In any event it cannot en- 
dure as a democracy unless it satisfy the popular idea 
and sentiment of justice and fair play. 
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Joun Martin: It is important that economists shall 
reach an agreement as to the incidence of taxation in 
cities. In New York for some time a controversy has 
raged concerning an alleged extravagance in city ex- 
penditures. Whatever the merits of the case as to waste 
and inefficiency in city departments, it is essential that 
reformers who are on the boundary line between the 
general public and professional economists shall be cer- 
tain as to who pay the increasing taxes which must be 
levied for the enlarging activities of cities. It is generally 
thought that at least that portion of the tax which falls 
on land values, 62.5 per cent in New York City, is paid 
by the landlords and cannot be shifted on to the rent- 
payers. Some doubt whether rents would be less in 
New York if all taxation ceased. As a matter of fact, 
taxes were lowered considerably in this city by Mayor 
Low because he was able to transfer to the tax fund a 
large accumulation of money from the water fund; 
but no decrease of rents followed. Since the panic 
rents have gone down just when loud complaint is made 
that taxes have rapidly gone up. If taxes really fall on 
tenants, then a sharp halt will be called to the expendi- 
tures for multiform social services. While if the land- 
lord pays the taxes, as the speaker believes he does in a 
growing city where he is able anyway to exact enlarging 
rents, then, unless the proceeds are absolutely wasted 
or stolen, the faster taxes are increased the more social 
justice is done. If cities spend efficiently on parks, play- 
grounds, baths, schools, health,:and the like, the more 
they spend the better for the tenants. Practically, the 
tax levy is a refund of part of the rent made compulso- 
rily by the landlord for the benefit of the tenant; and 
since in New York the landlord is able, taxes or no taxes, 
to obtain rents which on the whole and in long periods, 
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on account of the rapid increase in population, contin- 
uously increase, it is but just to secure for the community 
part of this increase. 


T. N. Carver: With the general argument of Pro- 
fessor Seligman’s paper I find myself in complete agree- 
ment. However, there are some points already empha- 
sized which seem to me to need further discussion. First, 
let me say that some of the problems of taxation are 
primarily problems of value, and belong to the economic 
theorist whose specialty is value, rather than to the stu- 
dent of general public finance. For example, the whole 
question of the shifting of taxation is a question of 
valuation. How does the imposition of a tax affect the 
value of the thing taxed? Until that question is answered 
we have no light on the problem of shifting; and, when 
it is answered completely, we have a complete answer 
to that question. This in turn involves an analysis of the 
cost of production, of the elasticity of production, of the 
nature of the utility curve or the demand curve for the 
thing produced; and it is utterly futile to attempt to 
discuss the question of the shifting of taxes without such 
an analysis as this. 

Again, the question of justice, in some of its phases 
at least, requires a thoroughgoing analysis of some of the 
problems in value and marginal utility. For example, 
Mill’s position that equality of sacrifice means the mini- 
mum sacrifice is demonstrably wrong. Nor is the errone- 
ousness removed by the doubtful expedient of affirming 
that Mill did not mean what he said, but something en- 
tirely different,—that is, by saying that Mill did not mean 
equality of sacrifice, but equality of marginal sacrifice, 
which he never showed any indication of understanding 
at all. As a matter of fact, equality of marginal sacri- 





370 American Economic Association 


fice would involve the minimum of sacrifice on the whole. 

Again the question of justice in taxation cannot be 
satisfactorily answered until we have a pretty thorough 
understanding of the effect of the tax on production, that 
is, until we know whether the tax will repress production 
or not. 

But most important of all is the difficulty of under- 
standing what is meant by justice in taxation. It is 
frequently discussed as though it were a matter of indi- 
vidual obligation. How much ought the individual, if he 
were to pursue an ideal of right conduct, to contribute 
to the funds of the public? This of course is not really 
the question, though no book on taxation has ever failed, 
nor does Professor Seligman’s paper fail, to confuse the 
issue at this point. The question of justice in taxation is 
the question of what the state ought to do, not what the in- 
dividual ought todo. We might grant that the individual 
ought to contribute in proportion to his capacity, or his 
ability, or on some other basis; but if we find that the 
attempt of the state to levy and collect a tax on that basis 
would result in the repression of industry or in enhancing 
the cost of living, whereas another tax on another basis 
would not result in the repression of industry nor in 
enhancing the cost of living, we should have to conclude 
that these considerations ought to modify the action of 
the state in this matter. In other words, the obligation 
of the state in the matter of taxation, which is merely 
another way of saying what justice requires in the 
matter of taxation, is to be determined only by the 
results. 

Again, there seems to be a certain amount of impres- 
sionism in the general proposition that values are becom- 
ing social, and that social considerations must be taken 
into account in determining questions of justice in tax- 
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ation. Did any writer ever in the history of the world 
contend otherwise? It has always been understood that 
it takes a number of people to make up a market, and that 
economic value arises from a general process of evaluation 
by a considerable number of people. In other words, 
the emphasis upon the word social in the discussion of 
values and of taxation adds absolutely nothing to the 
knowledge of the subject, or to the clearness of the 


discussion. 


James L. Cowtes: “Our present system of making 
railway rates”, says the Hon. Charles A. Prouty of the 
Interstate Commerce Commission, “is taxation without 
representation in its most dangerous form.” 

This railway taxation of the American public now 
amounts to over two and one-half billions of dollars a 
year, to over one hundred and fifty dollars a year for the 
average American family, and in its determination the 
taxpayers have no share. These taxes, moreover, are 
always based on the principle of “what the subject will 
bear”, and they invariably discriminate in favor of the 
big town and the man with the big purse as against the 
small town and the ordinary citizen. 

The two cent a mile tax to which, even under the most 
favorable conditions, the workman on a short job is 
always subjected, is an income tax of twenty cents a 
day—1to per cent on a daily wages of $2.00—even for a 
trip to and from his work and his home of but five miles. 
The railway tax on a trip of an hour’s journey from his 
home would eat up half of his earnings. The common 
postage-stamp rate on carload freight over large areas 
of territory offers the big manufacturer and the big 
producer wider opportunities for the transaction of his 
business, but in local traffic freight and passenger rail- 
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way rates are almost always determined by distance, and 
with results almost as deadly to business as to labor. 
The growing differentiation of industry, requiring at 
least a continent for the purchase of supplies and the 
disposal of produce, as well as for the steady employment 
and the reasonable enjoyment of labor, makes the con- 
tinuance of this system of transportation no longer en- 
durable ; and happily its remedy is at hand. 

Railways are post roads and the post office is our 
mutual transportation company. Its only legal limitation 
is our will; its only physical limitation is the capacity of 
our public transportation machinery. We have but to 
extend the sphere of the post offite over the general 
business of public transportation, to simplify postal 
classification, extend the postal weight limit and reduce 
postal rates, and the evils inherent in the present railway 
and express taxation of the public will disappear like the 
mist before the rising sun. 

I suggest that the national government, acting under 
the Post Road Clause of the Constitution, shall take 
possession of our public transport system, and, guarantee- 
ing to the holders of public transport securities a return 
on their investments equal to the average annual return 
of the past ten or fifteen years, shall provide for the 
support of the business by taxes determined by Con- 
gress on the postal principle. 

Following the course adopted by Rowland Hill in the 
establishment of the Penny Letter Post of England in 
1839, by making the very lowest existing rate for each 
class of service the uniform standard rate for all dis- 
tances, the ordinary freight and passenger rates, under 
the proposed régime, will be about as follows: 
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RaTES REGARDLESS OF DISTANCE. 
FREIGHT. 
5c per 100 lbs. 
Not over 50c per ton 
All freight to be insured by the govern- 
ment up to its full value on reasonable 
terms. 


PASSENGERS. ' 
Local trains 5c per trip 
Express trains 25c per trip 
Fast trains making very few stops $1.00 per trip 


Similar but higher tolls for special services—refriger- 
ator cars, parlor cars, etc.—will complete the system of 
station to station rates. (It is to be noted that in the year 
1907 the average railway freight tax of the United States 
was less than 65 cents.) A small toll—hardly over 10 
hundred pounds per haul—and the tax per passenger trip 
was less than 65 cents., A small toll—hardly over 10 
cents, possibly as low as 5 cents per hundred pounds of 
freight or per passenger—to cover the cost of collection 
and delivery, will give us a door to door service at low 
uniform rates at once for freight and passengers, as well 
as for intelligence, throughout our continental area, by 
land and lake and sea and river. 

The substitution of this simple cost-of-the-service 
system of transport taxes, determined by Congress, for 
the present complex, value-of-the-service transport taxes, 
determined by private corporations for their private prof- 
it, will go far toward the quick arrival of the longed for 
millenium. Under the new service, those engaged in its 
operation will be insured reasonable wages, reasonable 
hours of labor, and a reasonable pension when their life 
work is done, through their representatives in Congress. 
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A. C. PLeypeLt: I wish to take issue squarely with 
Professor Seligman in his attack on the theory of taxation 
in proportion to benefits received. I believe this is the 
just principle and that it can be made to work in practice. 
The larger part of local revenues in this country is derived 
from the real estate tax, and this tax is administered on 
the “benefit” theory. We do not inquire whether the 
owner of real estate is deriving an income from his land, 
whether it is only partly improved, or whether he is using 
it at all. It is assessed at what it would be worth if he 
did put it to use, and the tax is levied thereon; and this is 
justified in the public mind by the fact that the expendi- 
tures of public money benefit the land regardless of the 
use which the owner makes of it, his income, or his 
ability to pay. Our special assessments to pay for streets 
and sewers are a further extension of the same principle. 

That the “benefits received” theory is sound is practi- 
cally admitted by the advocates of the “ability to pay” 
theory, when they take the position that taxes should be 
laid upon privileges. I fail to see the force, in this con- 
nection, of the distinction which Professor Seligman has 
drawn between privileges and benefits. Benefits fre- 
quently may not be privileges, but certainly privileges 
must be benefits, to have any value for taxation. 

Professor Seligman’s statement that the poor man 
receives a far greater benefit from the government than 
the rich man, hardly needs an answer. The protection of 
property and person is more essential to the rich than to 
the poor. History shows that the general security which 
the rich enjoy from the maintenance of peace and order 
is far greater than they could purchase as individuals. 
The poor man walking along Broadway without a dollar 
in his pocket does not need the electric lights, but they are 
essential to the man with a well filled pocket book. 
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Nine-tenths of the business of our courts, probably, is 
over property disputes, and the people who have property 
are rich—by contrast at any rate. Illustrations could be 
multiplied. 

I agree heartily with what Professor Seligman has 
said, as to economic theory being behind the march of 
practical events. Take the reports of investigating tax 
commissions for the last twenty years. You will 
find in them many quotations from economic writers, a 
good deal from the works of Professor Seligman himself, 
but these quotations all relate to the break-down of the 
discredited general property tax—they are arguments 
forty years old. 

In recent discussions of the new questions of taxation 
and finance and administration, there is no trace of the 
influence of present economic theory or of the econo- 
mists as a body. A number of professors of political 
economy are doing good service in the field of taxation— 
men like Professor Seligman, Professor Bullock, and 
Professor Mc Vey, who are working as administrators or 
counsellors. But their influence and work is as citizens, 
as individuals, and not as representing any accepted 
doctrines of the economists, except for the rejection of 
the theory of the general property tax. 

The reasons for this are many. Possibly the chief 
cause is that the economists have abandoned their old 
doctrines and have lacked the courage to formulate new 
ones. We hear that it is necessary to have more data— 
always more data, when we have now much more data 
than we know what to do with. 

If the economists are to regain their influence over 
public affairs, they must take courage; follow the ex- 
amples of the old writers, like Adam Smith and John 
Stuart Mill. Go back to the old processess of the deduc- 
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tionists. Formulate some principles, announce a hypothe- 
sis. Do not be afraid of making a mistake. Lay down 
rules to guide the next practical steps, and if when these 
are taken mistakes develop, rectify them; if new problems 
arise, meet them. Unless the economists strike out boldly 
and take the lead with some general principles that peo- 
ple can understand, they will be left hopelessly behind the 
procession of the practical changes in taxation that are 
coming. 


Mr. R. R. Bowker: The economic theory which will 
be developed as the central and guiding principle under- 
lying what, from the emphasis newly laid upon it, may 
be called the new taxation, will be the principle of social 
values arising from social codperation. The land tax, the 
income tax, “death duties”, corporation and franchise 
taxes,—commonly providing for a minimum exemption, 
differentiation of taxation, and progressive taxes—all 
involve a common principle or economic theory, that of 
taxing the surplus arising from social codperation. The 
benefit, ability, and privilege theories of taxation, really 
converge and are reconciled. This larger theory of sur- 
plusage, will exempt land, labor, or business enterprises 
producing no surplus above the minimum, and will tax 
at progressively higher rates, the land, the brains, or 
privileged corporation, which by help of the social 
cooperation produces increasing surplus. 


Royat MEEKER: I owe an apology to this assemblage 
for presuming to speak on the subject under discussion. 
I am moved to do so because of the note of discord 
which threatens to mar the harmony of our economic 
concert. As my name implies, I am a man of peace and 
consequently am pained by the manifestation of warlike 
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disagreement among members of this Association. If 
Professor Seligman will permit me, I shall put into 
practice some of the teaching which he gives his classes 
and attempt a reconciliation of the clashing views held 
by himself and Mr. Pleydell. Perhaps Professor Selig- 
man is unaware that among his former students he was 
known as the great reconciler. We sometimes went so 
far as to confer upon him the title of the reconciler of 
the irreconcilable, the harmonizer of the inherently in- 
harmonious. In pointing out that there is really no 
difference between the ability theory and the benefit 
theory of taxation, I am merely following the precepts 
and the example of my much honored teacher. In 
practice these two theories work out to the same results. 
The ability to pay is identical with the benefit received 
and vice versa. These theories are only different aspects 
of the same thing ; different ways of justifying the taking 
of private property for the use of the state. In practice 
both theories justify the state in doing anything it sees 
fit to do with the property of individual members of the 
state for the good of society. So when Mr. Pleydell 
says he disagrees squarely with Professor Seligman, he 
really expresses entire agreement with him. 

And now laying aside my peaceful proclivities, tem- 
porarily, I wish to express my disagreement with Mr. 
Pleydell when he says that the theory of taxation has 
not kept pace with the practice. The leaders in the tax 
reform movement have been the economists, Professors 
Seligman, Adams, Bullock and many others. For every 
new practice in taxation there is a corresponding new 
theory which justifies and renders the new practice 
possible. In fact theory is necessarily in advance of 
practice in taxation. It takes some time to change the 
practice of the general property tax to conform with the 
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new theories of ability, benefit, or privilege. In this field 
of taxation theory precedes practice, and new practices 
are always the result of changes in theory. 


Benjy. C. MarsH: The question of incidence in tax- 
ation and who pays taxes is exceedingly important from 
a practical as well as theoretical point of view. 

In the last municipal campaign in New York it was 
constantly stated that high taxes make high rent. During 
the campaign I showed the Republican and Fusion candi- 
date for mayor, Mr. Otto T. Bannard, an exhibit in 
which the conditions in the congested sections of the 
city were carefully portrayed, and called to his attention 
the fact that although $800 is the minimum upon which 
a man can support a family with three children under 
working age in Manhattan, and in most of the Bronx 
and Brooklyn, tens of thousands of families are trying 
to live on $600 a year, and suggested that every cent 
taken in taxes direct or indirect from families who are 
living or trying to exist on a deficit of $200 to $300 a 
year is robbery, and must ultimately be paid back to the 
families by public or private charity, if they are to main- 
tain a reasonable standard of living and to be the most 
efficient producers and citizens. Mr. Bannard admitted 
this fact. 

The economist may regard this proposition as un- 
worthy of consideration, but anyone who realizes the 
desperate conditions in American cities today knows that 
there is no possibility of permanently improving condi- 
tions until we change their system of local taxation, and 
compel the enormous aggregations of wealth centered in 
these cities to pay their fair share of the value which 
the community has helped to create. 

We cannot have a reasonable standard of living in 
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American cities until we adopt a system of taxation 
which will: (1) secure for the community part of the 
large increase in values of land earned by the community ; 
(2) secure for the community part of the tremendous 
wealth gotten together largely through special privilege 
and unusual conditions. 

This is not any plea for socialism, but merely a recog- 
nition of the justice of those systems of taxation which 
have worked out so successfully in other countries. The 
sooner we abandon our system of laissez faire and exer- 
cise a proper degree of control over aggregations of 
wealth, the sooner shall we be in a position to secure the 
fundamental conditions of justice to which we can lay 
no claim in American cities today. 


K. K. Kennan: I have been asked to say a word 
regarding the taxation problem in Wisconsin. We have 
been proceeding along practical rather than theoretical 
lines, and, though some of our so-called tax reforms are 
rather crude and still in the experimental stage, it cannot 
be denied that our system as a whole has been greatly 
improved in recent years. 

I quite agree with the last speaker in his distrust of 
all purely theoretical solutions of the taxation problem. 
Indeed if we are to wait for a perfect taxing system 
worked out and presented to us by those who approach 
the subject from the purely theoretical side, I fear that 
we shall hardly live long enough to enjoy that particular 
millenium. The whole problem of taxation is of such a 
character that nothing more than an approximate solu- 
tion is likely ever to be reached. Some very costly exper- 
iments will be tried before the soundness of certain theo- 
ries can be vindicated. 

An encouraging feature of the situation, however, is 
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the extent to which the public is becoming awakened to 
the need of a more enlightened system of taxation. 

For many years I had quite exceptional opportunities 
for observing the practical workings of our tax laws and 
became much impressed by the need of better adminis- 
trative methods. With a view to attaining some practical 
results in this direction, I presented to the legislature of 
1889 a bill for a tax commission. This bill received 
very little attention, being smothered in committee as a 
piece of absurd freak legislation. At the next session of 
the legislature the measure was more favorably received 
and the number of those who favored it increased from 
year to year until in 1897 it was passed, although without 
any appropriation. However, the funds necessary to 
carry on the work of the commission were easily raised 
by public subscription, and the demand for our first re- 
port was so great that a second edition of 5000 copies 
was ordered by the legislature. Largely as a result of 
that report, a permanent tax commission was established, 
with much broader powers and more ample facilities than 
had ever been conferred on a similar body in this country. 
The members of the commission were men of ability 
appointed for terms of ten years, and no limitation was 
placed upon the amount which they might expend. 

I cannot take time to enumerate the many notable re- 
sults which have been achieved largely through the efforts 
of that commission, but will simply say that, in my judg- 
ment, Wisconsin has made more genuine progress in the 
direction of practical tax reform in the past few years 
than any of the other states. 

At the present time the question of a state income tax 
is being much discussed. A bill for such a tax was intro- 
duced last year and a committee appointed to investigate 
the subject. This committee has held numerous public 
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sessions and the predominating public sentiment would 
seem to be in opposition to the bill. But legislatures are 
uncertain quantities and we may have added to our prob- 
lems that of trying to administer successfully a law which 
has been practically a failure in some twenty other states. 

In conclusion I trust I may be permitted to express mv 
high appreciation of the many excellent papers and 
addresses to which we have listened. I feel that it has 
been a great privilege to participate in this very notable 
gathering, and I wish to express my thanks in particular 
to those officers of the Association who have labored so 
faithfully to make this meeting a success. 


Epwarp W. Bemis: We may learn some lessons from 
the example of Wisconsin. That state, through its 
Public Utilities Commission, having occasion recently to 
value the Milwaukee street railways for the purpose of 
rate making, and having also occasion through its tax- 
ation, decided to have both valuations made by the same 
experts, and at the same public hearing. Professor M. E. 
Cooley of the engineering department of the University 
of Michigan, appearing as expert for the Chicago 
and Cleveland street railway in recent vlauations for the 
purpose of rate making and capitalization, recently testi- 
fied in the Cleveland Street Railway case that this Wis- 
consin scheme had proved very “embarrassing.” 

Comparatively few would appreciate the extraordinary 
excellence of the system of assessing land values in 
Greater New York by the Board so ably presided over 
by Mr. Purdy. His methods are now being copied in 
Cleveland and in a large degree in many other cities 
of Ohio. Perhaps New York leads the world; she cer- 
tainly leads America, in the excellence of her assessment 
of land values and improvements thereon. 
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ALLEN Ripiey Foore: In Ohio we are now preparing 
to make a new assesment of real property. We have been 
appraising real estate for taxation once in ten years. The 
law was changed at the last session of the legislature, so 
that in the future:we shall appraise it once in four years. 

You can readily understand the difficulties of the 
problem we are about to undertake when you realize that 
we have no permanent boards of assessments, and the men 
who have been elected to perform this task, for the most 
part, have had no previous experience in such work. 

In looking about for methods and assistance, we found 
that the system in the City of New York was one of the 
best in the United States. Mr. Lawson Purdy, the Presi- 
dent of the New York Tax Department, has shown us 
every possible courtesy and given us valuable assistance. 
Mr. A. C. Pleydell came to the annual meeting of our 
State Board of Commerce and described the New York 
system. This aroused so much interest in the state that a 
short time ago the Auditor of State sent out a call for a 
conference meeting of all assessors, which he invited Mr. 
Pleydell and Mr. George J. Craigen, one of Mr. Purdy’s 
deputies, to address. There is one assessor for each 
township, one for each village, and a board of five mem- 
bers for each city in the state, making a total of 2511. 
Fifteen hundred of these assessors attended the meeting 
which was held in Columbus two weeks ago. At this 
meeting Mr. Pleydell again explained the methods used in 
the field work of assessment in New York. The gathering 
was so large it was found advisable to hold two meetings 
in the evening in different places, instead of one large one. 
Mr. Craigen had an audience of nearly 500 city and 
village assessors, and over 800 township assessors 
attended the other meeting, where Mr. Pleydell was given 
the task of answering their questions. 
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You can understand the interest in these meetings 
when I tell you that when the hour of final adjournment 
arrived, although many of those in attendance expected 
to leave the city that night, an an ent was made 
that those who might care to re il next morning 
could meet again for further i . At least 200 
remained to attend the meeti next morning, at 
which Mr. Pleydell and Mr. Cra 
planations of the assessment methods in use in New York 
City. As a result of these meetings, and the general 
interest shown in the matter throughout the state, we 
expect to have the best assessment of real estate ever 
made in Ohio. 

At these meetings, and since, the quest for information 
has been earnest, persistent and widespread. To satisfy 
this demand in the most practical and helpful manner, the 
Ohio State Board of Commerce has arranged with Mr. 
Pleydell, Mr. Craigen, and Mr. Purdy to compile a small 
handbook of tables and explanations, which it will publish 
for use of the Ohio assessors and will furnish to them 
without charge. 
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